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ABSTRACT 

This  report  presents  a survey  of  the  literature  on  the  security  as- 
pects of  multinational  corporations*  activities.  It  Identifies  those 
aspects  which  have  been  previously  researched  and  those  requiring  further  ^ 
study. 


DISCLAIMER 

The  views  and  conclusions  contained  In  this  report  are  those  of  the 
authors  and  should  not  be  Interpreted  as  necessarily  representing  the  offi- 
cial policies,  either  expressed  or  Implied,  of  the  Defense  Advanced  Research 
Projects  Agency  of  the  U.S.  Governmert. 
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FOREWORD 


With  all  of  the  controversy  and  publicity  that  has  grown  up  around 
the  multinational  corporation,  very  little  attention  has  been  paid  to  the 
interaction  of  this  new  international  economic  phenomenon  with  the  broad 
\ area  of  "national  security."  lEPA  was  asked  by  the  Stanford  Research 

Institute  to  identify  the  security  aspects  of  multinational  corporations' 

* activities  which  have  been  adequately  researched  and  those  requiring  fur- 

I ther  investigation. 

The  study,  therefore,  takes  the  form  of  a preliminary  analysis  of  the 
MNC-national  security  interaction,  and  a review  of  the  existing  literature 
' and  research.  As  noted  in  the  introduction,  the  conclusions  ara  highly 

tentative  and  the  references  are  intended  to  be  illustrative  rather  than 
exhaustive.  Constructive  comments  will  be  welcomed,  particularly  as  to 
**  issues  which  may  not  have  been  given  adequate  attention,  or  any  important 

areas  of  research  which  may  have  been  overlooked. 

I From  the  standpoint  of  the  national  interest,  thi  evidence  in  this 

survey  suggests  that,  although  there  are  some  problems  and  international 
frictions  connected  with  multinational  corporations,  MNCs  strengthen  the 
U.S.  economy  and  international  competitive  access.  On  balance,  therefore, 
they  are  assets  rather  than  liabilities  from  the  standpoint  of  national 
security,  broadly  defined.  In  fact,  a case  can  be  made  that  drastic  cur- 
tailment (whether  by  U.S.  taxation  or  investment  controls,  or  by  other 
countries  or  international  bodies)  of  the  U.S. -based  multinational  enter- 
prise could  have  adverse  effects  on  the  national  security; 

a.  By  reducing  an  important  source  of  balance  of  payments 
earnings — which  are  essential  to  pay  for  military  de- 
j ployments  and  foreign  assistance  programs; 
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By  making  it  more  difficult  for  the  U.S.  economy  to 
maintain  competitive  access  to  foreign  sources  of 
energy  and  other  vital  natural  resources; 

By  curtailing  U.S.  Investments  abroad  and  access  to 
foreign  markets;  and 

By  weakening  the  interdependent  web  of  international 
economic  activity  and  the  mutually  beneficial  exchange 
of  technical  knowledge. 


From  the  standpoint  of  the  MNC,  which  is  under  attack  from  many  dif- 
ferent quarters,  both  at  home  and  abroad,  an  understanding  of  the  national 
security  contribution  which  they  are  making  or  can  make  would  appear  to  be 
useful.  It  is  hoped  that  this  paper  will  stimulate  constructive  thinking 
and  additional  research  in  this  area,  particularly  on  the  question  of  how 
the  assets  which  MNCs  represent  can  be  maximized  and  any  liabilities  reduced. 

lliis  report  was  prepared  via  subcontract  by  the  International  Economic 
Policy  Association  under  the  supervision  of  Dr.  N,  R,  Danielian  and  Dr. 
Timothy  Stanley. 


Richard  B.  Foster 
Director 

Strategic  Studies  Center 
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Objective 


researchod  and  those  nequiring  further  i,VesSgaSon.  “" 

Tasks : 

whteh-nat1-~ 

.^oblems  of  Definif-inr. 

There  is  an  enormous  body  of  lltpr'i+-inon  r^,^  +-u  u 
national  security  and  another  nnp  nn  subject  of 
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were  no  references  to  fore i cm  n«  •+-  ® such;  similarly  there 

security  in  the^a'^o?  ^ri^^hs^eSined! 

beari-ng^ofih?pr™lL“opIforit“t^^^^  f «aaover 

consists  of  one  student  paper  at  ihe  l^r  security" 

by  Raymond  Vernon.^and  one  major  hook  ZittlnllistT 


bt.  Enterprise."  by 

Research  Group,  I’ehruary  15  ’l<j7?  ’ ti,*^  College  Strategic 

flic  at  the  Industrie?  Con«J  o^thi  M?  ft  Pnpors  on 

rostrlcted.  hut  their  applied tlo°n^ 

SeciJity'^"  "'The  Ad^^nhi’  Enterprise  and  National 

tegic  StudiIJi','  London  MkUch  in??  otcrnational  Inst-ilutc  for  Stra- 
and  Political  .onsocniencec;  Vornor's  Tlie  fconomie 

bl^on  ol-  Ke^iT^Tro.l  Enterprise:  ^Antlm I n.ty 

Harvard  Un  iversiST  iHisiness  i^nis tration, 

3 Hugenc  Staley,  ^r  and  the  Private  Investor.  A Study  In  i-he 
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1..  Tht:  MNC 

Thus  it  Gan  be  seen  that  definitions  are  the  heart  of  the  problem. 
To  start  vvitli  the  multinational  eorporation,  there  are  diffieult 
definitional  problems  at  the  outset.  Some  have  defined  it  in  terms 
of  the  pereentage  of  a eorporation* s total  investment  or  gross  sales 
in  or  derived  from  operations  outside  its  home  country,  others 
according  to  the  areas  of  its  operations,  and  still  others  by  the 
extent  of  international  ownership  or  tlie  international  eharaeter  of 
its  management.  lEPA's  Center  for  Multinational  Studies  has  pre'ferred 
to  use  the  simpler  definition  that  any  corporation  with  major  operating 
facilities  in  two  or  more  countries  outside  its  home  country^  is 
multinational . 

The  key  aspeet  of  the  multinational  eorporation  is  its  inter- 
nationalization not  only  of  produetion,  but  also  of  soureing, 
marketing,  finaneing,  and  management,  so  as  to  maximize  profits  by 
the  most  effieient  use  and  distribution  of  its  goods  and  serviees. 

2 . Kational  Seeurity 

It  should  be  noted  first  that  there  is  no  agreed  or  commonly 
accepted  definition  of  national  seeurity  in  the  O.S.  Government 
organization.  The  term  is  generally  taken  to  be  a eombination  of 
national  defense  and  foreign  relations.^  The  function  of  the  National 
Security  Council  is  "to  advise  the  President  with  respect  to  the 
integration  of  domestic,  foreign,  and  military  policies  relating  to 


Relations  of  Internatiouc 1 Polities  and  International  Private  Invest- 
ment , Doubleday,  Doran  and  Company,  Garden  City,  New  York,  1935. 

O'/e  have  been  informed  that  a revised  edition  of  this  book  has  been 
pulilished,  but  have  thus  far  been  unable  to  obtain  a eopy  to  deter- 
mine the  extent  of  updating.) 

4 With  few  exceptions,  sueh  as  binational  multinationals  like 
Shell  and  Unilever,  it  is  still  easy  to  identify,  in  principle,  the 
"liome"  country  of  an  MNC,  although  this  may  get  increasingly  diffieult 
as  true  internationalization  develops.  It  is  important  to  reeall, 
hovtfever,  tliat  legally  there  is  no  sueli  thing  as  an  "American  eorpora- 
tion in  Spain,"  for  exfunple,  or  a British  company  in  the  United  States. 
Wiatever  the  ownership,  the  foreign  subsidiary  is  incorporated  under 
the  laws  of  the  host  eoimtry  or  state,  and  is  therefore  a Spanish 
company,  or  a Uelav^are  corporation,  ete.,  except  in  the  ease  of 
brancli  operations  sueli  as  oil  companies  or  banks. 

5 See  for  example  Executive  Order  111)52,  March  8,  1972,  defining 
national  security  information  as  tiiat  which  requires  protection  "in 
the  interest  of  tiie  national  defense  or  foreign  rciations  of  the 
United  States  (liereiiuifter  eollcetively  termed  'national  seeurity')." 
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the  national  seeiirity , but  without  defining  the  latter.  Perhaps 
tiie  simplest  definition  was  tliat  of  President  'loover  whose  memoirs 
record  tliat  in  1929  he  summoned  his  Army  and  Navy  Chiefs  to  ask  them 
whether  our  defenses  wore  "strong  enough  to  prevent  a sueeessful 
landing  of  foreign  soldiers  on  tlie  continental  United  States?"  On 
receiving  an  affirmative  answer,  he  dismissed  them  and  apparently 
did  not  furtlier  conecrn  himself  with  national  security  questions!^ 

Even  the  somewhat  broader  definition  of  preserving  the  national 
sovereignty  against  foreign  eoereion  is  hardly  suffieient  for  the 
latter  piirt  of  the  20th  century.  The  definition  must  be  expanded 
at  least  to  cover  the  ability  to  pursue,  and  if  possible  achieve, 
national  objeetives  abroad,  objeetives  \\/hioh  include  economie  as 
well  as  political  and  military  interests. 

In  the  post-war  period,  the  advent  of  thermonuelear  weapons  and 
the  rise  of  the  eold  war  led  to  an  ideological  polarization  in  which 
the  U.S.  definition  of  national  seeurity"  was  closely  involved  with 
a perceived  eommunist  tlireat. 

As  the  world  power  structure  becomes  more  multipolar  and  detente 
diplomacy  increasingly  characterizes  relations  bet\^;een  the  United 
States,  Europe  and  Japan,  and  the  U.S.S.R.  and  China,  seeurity  is 
often  currently  placed  in  the  context  of  the  stability  of  the  inter- 
national system;  for,  it  is  argued,  true  unilateral  national  security 
is  beyond  the  reach  of  any  single  state  because  its  military  attain- 
ment would  be  threatening  to  other  countries  and  thus  destabilizing. 

Thus  at  the  present  time,  national  security  can  be  seen  in  terms 
of  a series  of  pereeptions  making  a ring  of  eoneentrie  eireles;  and 
in  the  eurrent  international  security  context,  it  is  of  potentially 
imlimited  ramifieations,  reaching  beyond  the  traditional  military- 
industrial  base-allianee  system  eirele.  The  outer  circle  tlius 
includes  international  relations  generally  and,  in  particular,  both 
national  and  international  oeonomies. 

In  this  survey,  therefore,  for  purposes  of  exploring  the  major 
areas  of  interaetion  bot\>;een  national  security  and  tlie  multinational 
corporation,  v^;e  liavo  considered. 

First,  the  narrowest  "territorial  integrity"  and  its  military 
hardware-component ; 


6 Webster's  New  International  Dietionary  defines  "seeurity"  as 
the  quality  or  condition  oi  being  secure  ...  being  protected  or 

not  exposed  to  danger";  and  "national''  is,  of  eourse,  defined  as  "of 
or  pertaJning  to  the  nation." 

7 Herbert  Hoover,  Memoirs.  Maemillan,  New  York,  1952.  Vol.  II 

p.  338.  > . . , 
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Second,  tlie  confrontation  with  the  major  eliallcnging  power  centers 
(i.e.,  U.S.S.R,,  China,  EEC,  Japan); 

Third,  the  broadest  concept  of  national  security  as  a web  of 
economic  and  political  interrelationships  and  alliances  to  ensure 
stability  and  security  without  undue  sacrifice  of  national  interests 
and  sovereignty. 

One  other  definitional  problem  is  whetlier  to  treat  the  institution 
of  the  "multinational  corporation"  in  the  abstract  (that  is,  ir^jespeetive 
of  its  ownersliip  and  operations)  and  the  potential  conflict  with 
the  nation-state  in  the  abstract;  or  whether  to  deal  with  American- 
based  multinationals  (or  foreign-based  mu]  tinationals  operating  in 
the  United  States)  and  American  national  security.  The  survey  focuses 
on  the  American  perspective;  but  includes  a few  references  to  the 
more  theoretical  and  abstract  literature,  where  it  is  applicable. 

Focus  of  the  Survey 

In  the  light  of  the  foregoing,  this  survey  has  sought  to  identify 
the  national  security  aspects  of  MNC  activities  in  terms  of  four 
major  areas; 

1.  Military  and  Industrial  Production  Rase 

How  does  the  internationalization  of  production  and  the  transfer 
of  technology  implicit  in  the  operations  of  the  NNC’s  affect  the 
U.S.  military  posture  and  industrial  production  base? 

2.  The  Political  Effects  of  MNC*s 

To  what  degree  are  MNC’s  a source  of  conflict  or  stability  in 
the  international  system? 

3.  The  Economic  Effects  of  MNC’s 

To  the  degree  that  a nation’s  ability  to  provide  for  its  national 
security  depends  on  its  economic  position,  do  tlie  economic  repercus- 
sions of  the  MNC  facilitate  or  complicate  the  problem  of  insuring 
national  security  and  employing  the  economic  instruments  of  power? 

AJ-eas  of  Special  Impact:  The  Military  Political  and 

Economic  I]lTccts  of  MNC’s  on  East-West  Relations 

What  is  tlie  extent  and  potential  of  MNC  involvement  in  new 
economic  relationships  now  developing  witNi  the  Soviet  Union,  Eastern 
Europe  and  Cliina,  and  wJiat  is  the  Impact  of  those  relationships  on 
national  security? 

The  body  of  the  survey  identifies  the  major  specific  areas  of 
potential  NNC-natinnal  security  inLeraction  witliin  each  of  tliese 
four  ax’cas,  and  conunents  on  tlie  literature  bearing  on  each  one. 
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Sumnarv  of  Findin?rs 

Given  the  diversity  of  both  subject  matter  and  source  material, 
it  is  difficult  to  summarize  the  findings  except  in  very  general  terms. 

1,  On  the  effects  on  the  military  and  industrial  production  base, 
the  security  aspects  do  not  appear  to  bo  comprelicnsivoly  covered  in 
the  MNC  literature,  with  the  partial  exception  of  the  transfer  of 
technology  and  information;  and  even  there,  Lho  "national  security" 
aspects  are  treated  sparsely,  as  they  arc  on  the  major  industry > 
categories  most  essential  to  national  defense.  The  whole  subject  of 
peaceful  uses  of  atomic  energy,  proliferation  of  nuclear  and  defense 
technology  and  the  role  of  the  MNC’s,  in  the  context  of  national 
security,  appears  to  be  a suliject  of  potentially  useful  research, 

as  do  the  national  security  aspects  of  teclinological  transfers 
(and  acquisitions)  by  the  MNC  in  general. 

It  should  bo  understood,  of  course,  that  considerably  more  infor- 
mation is  presumably  available  in  various  government  agencies,  such 
as  the  Industrial  College  of  the  Armed  Forces,  and  from  industry 
sources  on  the  "defense  mobilization"  aspect;  but  such  studies  and 
documents  could  not,  of  course,  bo  included  in  this  survey.  With 
government-sponsored  access,  productive  research  might  be  possible 
in  this  area. 

The  national  security  aspect  which  appears  most  {jesorving  of 
further  research  efforts  concerns  the  effects  of  MNC  operations  on 
the  availability  of  critical  raw  materials.  Although  there  is  a 
growing  data  base  and  literatiu’O  on  the  general  siJjject  cf  raw 
materials,  the  specific  role  of  the  MNC  does  not  appear  to  have  been 
adequately  researched  from  the  national  security  standpoint,  except 
insofar  as  the  MNC’s  are  involved  in  foreign  extractive  operations 
which  bring  them  into  conflict  with  host  country  nationalism. 

2.  There  is  considerable  research  and  publication  dealing  with 
the  MNC  as  a source  of  conflict  with  the  nation-state  and  as  a 
cause  of  conflicts  bot\^?eon  host  and  home  countries,  and  to  a lessor 
extent  as  a source  of  stability  in  the  international  system. 

Political  conflicts  over  the  investments  of  MNC's  could,  of  course, 
become  serious  cnougli  to  liavc  national  security  implications 
(especially  if  critical  supplies,  such  as  oil,  were  to  be  cut  off). 
This  is  recognized  and  explored  in  the  literature,  but  usually  in 
very  general  terms.  An  effort  to  develop  hypothetical  conflict 
scenarios  might  bo  wortliwhile,  although  tliis  may  emerge  from  one 

of  the  research  projects  underway. 

The  important  subsidiary  question  of  the  MNC  as  both  a source 
and  a cliannol  of  influence  in  international  policies  has  not  been  the 
subject  of  much  objective  academic  research,  v\;ith  one  or  t\'io  signi- 
ficant exceptions,  although  data  and  case  studies  are  admittedly 
difficult  to  obtain.  One  possible  I’esearch  project  in  the  political 


area  would  be  a review  of  the  literature  and  surveys  of  opinion  to 
try  to  detoT-mine  tlie  extent  to  v\;hieh  national  seeurity  eonsiderations, 
not  overtly  identified  as  sueli,  may  be  implieitly  involved  in  the 
many  eoneerns  expressed  about  loss  of  eeonomie  eontrol  or  eorporate 
power  versus  national  sovereignty,  in  connection  with  the  MNC,  and 
whether  sueli  eoneerns  affect  attitudes  toward  tlie  MNC’s  homo  country. 


3.  The  literature  on  the  economic  effects  can  only  be  character- 
ized as  enormous,  covering  the  effects  of  foreign  investment,  mainly 
by  MNC's,  both  on  home  and  host  countries,  in  terms  of  balance  oV 
payments,  trade,  investment  levels,  production,  employment,  finances, 
and  taxes. ^ Thus  the  problem  here  is  to  identify  specific  "national 
seeurity"  impacts.  The  question  can  bo  oversimplified  into  a para- 
phrase of  Charles  Wilson's  often  misquoted  statement  about  General 
Motors:  "Is  whar’s  good  for  tlie  U.S. -based  MNC  good  for  the  United 

MNC?"^^  what's  good  for  the  United  States  also  good  for  the 


There  is  a growing  amount  of  research  on  the  effect  of  the  MNC 
on  the  global  economy  and  monetary  system,  but  the  national  security 
aspects  of  tlie  deelinr:  in  the  dollar  and  continuing  monetary  insta- 
bility appear  to  warrant  more  careful  study.  (The  potential 
instabilities  from  MNC  operations  may  be  less  than  those  caused  by 
the  billions  of  reserve  assets  which  will  be  placed  in  the  hands  of 
the  Arab  oil  producers;  and  this  aspect  would  appear  worthy  of 
additional  researeh.)  The  responsibility  of  the  MNC,  as  opposed  to 
governmental  expenditures,  for  U.S.  balanee  of  payments  crises  is 
far  from  clear,  however.  The  ease  that  excessive  "national  security" 
preoccupations  and  expenditures  have  harmed  the  U.S.  economy  and 
the  MNC  can  be  made  more  easily  than  the  converse  proposition.  The 
basic  issue  of  the  transformation  of  the  U.S.  from  a creditor  to 
a debtor  nation  and  its  implications  for  national  se  •'urity  requires 
rigorous  study,  even  though  the  MNC's  effects  are  favorable. 


It  should  be  noted,  however,  that  the  important  subject  of  the 
growing  foreign  direct  investment  in  the  United  States  and  its 
ijnpact  on  national  seeurity  is  relatively  lightly  treated  and  would 
appear  an  important  area  for  furtlier  research,  along  with  the 
question  of  wliat  foreign  technology  might  be  worth  acquiring  from  a 
national  seeurity  standpoint. 


Similarly , the  extent  to  which  the  MNC  can  help  or  hinder  tlie 
United  States  from  conducting  eitlier  offensive  or  defensive  (e.g., 
strategic  trade  controls)  economic  warfare  against  one  or  more  foreign 
countries  is  another  relative  lacuna  in  tlie  public  literature. 


^f  one  broadens  the  definition  of  national  seeurity  to  include 
the  widest  possible  circle,  that  is  tlie  basic  stability  of  the  entire 
international  system,  there  is  an  important  question  about  the  extent 
to  which  the  control,  or  sovereignty,  as  Professor  Vernon  terms  it, 
is  ehalleng.cd  by  the  international  phenomenon  of  the  mul  tinationaJ  ’ 
eorporatlons  with  their  largo  size  and  operating  flexibility.  Tills 
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^pcars  to  be  one  of  the  most  popular  research  topics  in  the  entire 
MNL  area,  especially  iunong  political  scientists — who  have  followed 
the  economists  into  the  subject  as  the  MNC  became  an  inercasingly 
fashionable  topic.  ^ 

4^  post-war  literature  emphasized  the  business  aspects 

of  the  MNC  s,  the  "how"  as  well  as  the  "why"  of  international  opera- 
tions, and  management  and  marketing.  During  the  sixties,  the  primary 
focus  was  on  the  economic  impact  of  the  MNC  on  both  home  and  host 
countries,  and  currently  it  is  upon  the  international  financial »and 
monetary  system.  Interest  in  the  potential  conflict  b-tween  the  MNC 
and  the  nation-state,  noted  above,  has  coincided  with  the  attack  on 
the  multinational  eorporation  by  organized  labor  in  the  United 
States,  and  to  a lesser  extent  in  some  European  countries.  It  is 
noteworthy  in  this  eonneetion  that  tlie  emphasis  of  these  critics 
has  been  on  the  alleged  "export  of  jobs,"  and  that  they  have  for  the 
most  part  foregone  the  opportunity  to  make  a "national  seeuritv" 
argument  against  the  multinationals. ^ 

Regarding  the  MNC-nat ion- state  eonfliet,  to  the  extent  that 
answers,  as  distinguished  from  questions,  have  been  developed  in 
the  growing  research,  a consensus  seems  to  be  developing  among  the 
aeacemicians  (though  not  the  business  community)  that  international 
controls,  regulation,  registration,  conventions,  agreements,  and 
codes  are  the  answer.  Curiously  enough,  this  is  the  same  answer 
advocated  three  decades  ago  by  Professor  Staley. ^ One  ean  argue  the 

security  would  bo  more  advanced 
than  retarded  by  denationalization"  or  international  oontrol  of 

IS  enterprise.  But  this  gets  into  broader  aspects  of 

the  future  character  of  the  international  system  in  all  of  its 
ramif ieations  in  the  decade  ahead,  and  even  into  more  philosophical 
questions,  which  probably  cannot  be  answered  definitively.  The 
national  security  implications  of  these  questions  a,. pear  to  warrant 
more  thorough  study. 


ernt®  exception  (tlie  testimony  of  the  AFL- 

CIO  s Andrew  Biemiller  to  tlie  Subeommitten  on  International  Trad'^ 
Senate  Finance  Coimiittee,  Marcli  G,  1973)  which  details  the  aerospace 
industry  s alleged  export  of  jobs,  advanced  technology,  and  taxpayer- 
financed  research  through  contracts  involving  missiles  and  military 
aircraft,  only  mentions  "national  security"  once.  ^ 

Private  Tnvestnv,  cited,  undertaken 
back  in  1935  as  pai’t  oi  the  University  of  Uhicago  "Causes  of  War" 
project  under  Quincy  Wright. 
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1 ..  it  sliould  be  noted  that  there  iq  n 

liternture  depietine  the  MMr  ^ small  but  growing 

it  is  by  writerrof  n '’Lw  l villain.  Soma  of 

business  elements  generally  and  bv  “tlier  antl- 

One  of  the  priorit?  areas  of  resea^eir  i^the  ^ 

make  an  important  eont^'^ibution  tn  n q*  -4,  • ^ Goneluded  to 

sense,  is  more  author^;-^i^,io  *f*  in  the  broadest  , 

where ^arran?ed?  rebSSS  thes"lrl  iei^f'‘^  f evaluating  and, 

have  been  few  good  studies  of  the  example,  there 

of  the  MNC,  in  eon  trust  le^  .,q  performanee  on  the  part 

nationalised  industrioJ’  Sovernment  entities  and 

country  development  obieetives  nnd^”^  legitimate  and  desirable  host 
competitivenesrof  thP  f™  f improving  the  international 
eeriainlj;  needed  biJ  tSr  Sue).  stuHes  are 

as  opposed  to  purely  eeonomio  o-n^i  with  national  seeurity — 

extent  that  one  re^Lds  gains  in  iav ■ tenuous,  except  to  the 
n.atie  gains  in  natlo^f? 

l,rge''bor'''’e"f  .?"’^*"*  telationslUps,  there  is  a 

^tr”Sgirsig^??Ll”e“rLvfn:^ 

nor  have  the  long-term’  ideolotrim?^”  adequately  or  fully  explored, 
both  East  and  Weft.  «nd  politieal  implieations  for 

surve^"’''iiG  u's  ®^^f5^«tive  questions  ]:ave  emerged  from  this 

oTrai;ne^“asse;;"(e!l”1L“ik'ea\1"^  =f^”lntes^ 

of  foreign  coimtrics)  or*liabilil-ips  uenee  on  important  soetors 

liabilities  and  maxim4‘  JbrpSSivfv.Se-^ 

tion®amrSher*e°oSo\Vte"aSi!:??^  internationalisation  of  produe- 
and  independenoc  of  the  U S non  adversely  affeeted  the  strength 
from  a n.^tlonal  sc^'urU-y^stiid”"?’  ” components: 
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The  evidence  available  to  us  tentatively  suggests  tliat  the  answer 
to  the  second  question  is  that  U.S.  security  has  not  been  adversely 
affected— and  it  has  probably  been  helped,  since  the  MNC's  definitely 
strengthen  tlie  relative  position  of  the  United  States  in  the  world 
eeonomy;  and  tliat  specif ie  risks  (such  as  dissemination  of  sensitive 
information)  are  still  witliin  the  power  of  the  Government  to  control 
as  necessary. 

The  evidence  also  suggests  that  the  ansv/er  to  the  first  juestion 
is  that  MNC’s  are,  on  balance,  more  of  an  asset  than  a liability; 
and  that  since  international  ceonomies  is  not  a zero-sum  game,  the 
United  States  also  benefits,  at  least  in  the  short  term,  from  the 
reeiproeal  access  of  foreign-based  multinationals  to  the  United 
States,  although  there  are  some  potential  security  aspects  here 
which  have  not  boon  thoroughly  considered  or  researched.  The  most 
important  basic  question,  therefore,  is  the  sensitive  one  of  whether 
the  United  States  oai.  seek  to  maximize  the  national  seourity  benefits 
of  private  industry’s  foreign  direct  investments  (that  is  the  U.S.- 
basod  MNC’s  and  their  overseas  operations)  without,  by  the  very 
attempt  to  do  so,  turning  them  into  potential  political  liabilities. 
This  question  has  been  touehed  on  lightly,  if  at  all,  in  the  existing 
publlo  literature.  The  reverse  case — that  actions  to  eurtail  U.S.- 
based  MNC’s  would  have  an  adverse  effeet  on  U.S.  national  security 
(as  distinguislied  from  the  economy)  has  also  not  been  made  very 
clearly. 

A Note  on  Methodology 

Tlie  approach  taken  in  this  survey  was,  first,  to  draw  upon  the 
general  knowledge  of  lEPA  and  its  affiliated  Center  for  Multi- 
national Studies  in  blocking  out  the  outline  of  issues;  secondly,  to 
review  the  major  governmental  studies  in  the  light  of  this  outline; 
and  tliird,  to  review  the  available  bibliographies  of  the  private 
research. 


The  breadth  of  the  subject  matter,  the  difficulty  of  defining 
the  MNC-national  seourity  interaction,  already  described,  and  the 
sheer  volume  of  the  literature  (well  over  a thousand  items)  has  made 
it  impossible  to  offer  definitive  findings.  In  some  oases,  the 
short  timo-frarno  of  the  sui'vey,  or  tlie  difficulty  in  obtaining 
materials,  has  forced  us  to  rely  on  secondary  reforonoos  and  bibli- 
ographical descriptions.  In  reaeliing  a tentative  oonolusion  that  a 
given  ^lrea  is  not  thoroughly  dealt  with  in  tlie  literature,  therefore, 
we  cannot  be  certain  that  some  significant  piece  of  research  might 
not  have  escaped  our  attention. 

Moreover,  it  should  be  understood  tliat  the  numerous  references 
in  this  survey  are  intended  to  be  illustrative  rather  than  exliaustive, 
Since  tlie  available  bibliographies  themselves  run  to  several  hundred 
pages,  there  was  no  choice  except  to  bo  highly  selective  in  the 
relerencos  glvcni.  An  apology  must  therel'orc  be  extended  to  authors 
of  Important  contributions  to  the  available  literature  whose  works 
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have  been  omitted  from  tiio  referenees,  wliether  due  to  oversight  or 
to  limitations  of  space.  Reeause  of  the  foeu.s  of  the  survey  upon 
Amer lean-based  multinationals  and  Amcriean  sociu^ity,  only  passing 
reference  is  made  to  tlie  significant  body  of  literature  wliieh  has 
been  developed  in  Great  Ihritain,  and  to  a lessei'  extent  on  the 
European  Continent  cn  this  subject. 

Note  on  Sourec  liaterials 

The  basic  data  whicli  both  governmental  and  pri  v^ate  researchers 
have  used  eomes  primarily  from  U.S.  Government  sources,  principally 
the  extensive  data  base  maintained  by  tlie  Department  of  Commeree  and 
published,  usually  throvigli  the  regular  issues  of  the  Survey  of 
Current  business.  Although  there  are  gaps,  and  the  eompreliensive 
data  base  is  now  several  years  old,  there  is,  in  general,  adequate 
factual  data  from  wliich  researchers  can  draw  conclusions.  The 
i Government's  own  data  base  is  supplemented  by  surveys  conducted  by 

various  business  organizations  of  their  members  on  a variety  of 
topics  and  by  the  samples  researched  in  depth  at  the  Harvard 
' Business  School  multinational  project. 

' The  most  significant  government  studies  are  those  of  the  so- 

called  Williams  Commission  (Commission  on  International  Trade  and 
Investment  Policy)  in  July  1971^^^  the  two  repoi’ts  of  the  Council  on 
International  Eeonomie  Policy,^-  the  Commeree  Department  studies  on 
' the  multinational  corporation, ^2  and  congressional  hearings.  The 

two  most  active  eommittces  have  been,  first,  the  Subcommittee  on 
Foreign  Economic  Policy  of  the  Joint  Eeonomie  Committee  which  held 
extensive  hearings  in  July  1970,^^  and  tlie  Subeommittee  on  Inter- 
national Trade,  chaired  by  Senator  Ribieoff,  of  the  Senate  Finance 


10  United  States  International  Eeonomie  Policy  in  an  Interdepen- 
dent Vlorld,  Commission  on  international  Trade  and  Investment  Policy, 
Washington,  D.C.,  1971.  The  report  is  supplemented  by  t\^o  volumes 

of  supporting  papers  and  studies. 

11  The  report  of  Peter  G.  Peterson,  The  United  States  in  the 
Changing  World  Economy,  Volumes  I and  II,  U.S.  Government  Printing 
Office,  WasliingLon,  1972,  and  International  Eeonoinic  Report  of  the 
IVesidcnt,  The  Annual  Report  of  the  Council  on  International  Economic 
Policy,  transmitted  to  Congress,  March  1973. 

12  Collected  in  The  Multinational  Corporation,  Studies  on  U.S. 
Foreign  Investment,  Vol.  1 and  2,  Bureau  of  International  Commerce, 
U.S.  Department  of  Commeree,  U.S.  Goverrmient  Pi.  in  ting  Office, 
Wasliington,  Mareli  1972  and  April  1973. 

1 3 A Eorcign  Eeonomie  Policy  for  the  197n's,  Part  M,  The 

1.1  i.inat  iiinn  1 P(ir|H>rat.ioii  .ind  I iihTiiat.iona  I I lives  I men  t: , Hear  i ngs 
before  the  SuJjcoiumiLtcc  on  J'oreign  ilconomic  Policy,  Joint  Eeonomie 
Committee,  U.S.  Goveriuncnt  Printing  Office,  Wasliington,  1970. 
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Committee.  In  addition,  tlie  Senate  Finance  Committee  has  published 
two  major  documents,  a compendium  drawing  on  inputs  by  U.S.  firms 
and  associations,!^  and,  of  even  greater  significance,  the  exliaustive 
930-page  study  by  the  U.S.  Tariff  Commission  made  by  request  of  the 
Committee. 

There  are  throe  major  bibliographical  references  on  the  multi- 
national corporation: 

1.  The  Foreign  Policy  Research  Institute’s  Multinational  Corpoxva- 
tion — Nation-State  Interaction,  An  Annotated  lUbliograpliy.  Phila- 
delphia, 1971. 

2.  The  National  Planning  Association’s  British-North  American 

Committee,  Mu] tinntional  Corporations  in  Developed  Countries: A 

Reviev.'  of  Recent  Research  and  Poliey  Tliinking  by  Sperry  Lea  and 
Simon  Webley,  Washington,  1973;  and 

3.  Lee  C,  Nehrt,  et  al.  International  Business  Research — Past, 
Present  and  Future.  Indiana  University  Bureau  of  Business  Research, 
Bloomington,  Indiana,  1970. 

Other  bibliograpliical  sources  such  as  abstracts  of  dissertations 
were  also  used  as  appr'opriate . 


14  Foreign  Trade,  Hearings  before  the  Subcommittee  on  Inter- 
national Trade  of  the  Senate  Coinmittee  on  Finance,  May  1971,  U.S. 
Government  Printing  Office,  Washington,  1971. 


15  "Multinational  Corporations,"  Compendium  of  Papers  Suijmitted 
to  the  Subcommittee  on  International  Trade  of  the  Senate  Committee 
on  Finance,  U.S.  Government  Printing  Office,  Washington,  1973. 


16  The  Implications  of  Multinational  Firms  for  World  Trade  and 
Investment  and  For  U.S.  Trade  and  Labor,  Report  to  the  Senate 
Committee  on  Finance,  U.S.  Government  Printing  Office,  Wasliington, 
1973. 
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I.  EFrccTS  or  tkc  mmc  on  run  n.s.  mtljtary  rosTiiRn  and 

INDUSTRIAL  PJU)l)UCTION  liABE 
Introdiietion 

The  eentral  question  posed,  ”Ilow  does  tlio  internationalization  of 
production  and  the  transfer  of  teelmology  jjnplieit  in  the  operations 
of  the  MNC’s  affeet  the  U.S.  military  posture  and  industrial  production 
base?"  cannot  be  answered  in  tlie  abstract.  Tliat  is,  one  must  have  at 
least  an  implicit  notion  of  likc.^y  national  security  requirements  Oiid 
scenarios  involving  limited  eonfliets  abroad,  major  buildups  and  mobil- 
ization, or  renewed  threats  of  tliermonuelear  strategic  conflict. 

Furthermore,  it  must  be  stated  at  the  outset  that  the  "literature 
on  MNC  operations"  under  review  in  tliis  survey  simply  does  not  eoneern 
itself  with  these  questions.  Indeed,  there  seems  to  be  a fairly  eonimon 
assumption  stated  explicitly  by  diaries  Selniltze^  that  eeonomie  consi- 
derations in  general,  let  alone  tliose  affected  by  the  MNC,  do  not  have 
too  much  inpaet  on  our  security  posture  witliin  tlie  likely  range  of 
defense  effort  on  the  one  hand  and  eeonoinic  developments  on  the  other. 
Theoretically,  of  course,  one  eould  envisage  an  eeonomie  disaster  analo- 
gous to  the  depression  of  the  1930 ’s  which  would  place  absolute  limits 
on  the  resources  available  for  national  defensef  and  one  eould  also 
hypothesize  the  transfer  abroad  of  major  seetions  of  tlie  U.S.  industrial 
production  base,  with  the  United  States  becoming  a "serviee"  economy  in 
whieli  it  would  bq  diffiev2t  to  quiekly  reestablish  domestic  production 
capability  for  supplying  the  traditional  and  modern  armaments  and  sup- 
plies required  in  a buildup.  But  even  in  sucli  a farfetelied  scenario, 
a modern  industrial  society  would  probably  retain  the  knowledge  and 
latent  capacity  to  reestablish  such  a production  base;  the  strategic 
signifieanee  rests  in  the  lead  time. 

The  traditional  classification  of  security  requiri.,nents  into  stra- 
tegic deterrence  forces,  general  purpose  forces  and  what  might  bo  termed 
"military  assistance"  capabilities  suggests  that  the  need  for  a major 
mobilization  buildup  is  among  the  less  likely  eontingeneii.s . One  has 
to  expect  a return  to  the  type  of  "tlireat"  perceived  during  the  eold 
war  to  foresee  a requirement  for  major  U.S.  buildups  in  Europe,  and 
perhaps  the  Far  East.  Tlie  present  production  base  would  appear  to  be 
adequate  for  the  local  eonfliet — military  assistance  needs;  and  a 
thermonuclear  exchange  would  presumabiy  involve  tlie  strategic  forces 
in  being.  However,  tiiere  is  a requirement  for  a significant  capability 
to^  assist  in  post-attack  survival  and  ceeuperation,  in  which  the  potential 
of  the  MNC  eould  be  important,  althougli  a precise  analysis  is  very  diffi- 
cult . 


1 "The  Eeonomie  Content  of  Neitional  Sceiu'ity  Policy"  pp.  522-5M0 
.in  Foreign  Affairs,  April  1973. 

'i 

^ However,  it  is  to  be  lioped  that  the  tools  and  methods  for  stim- 
ul.aling  an  economy  out  of  a recession  are  liettei'  understood  now  them  in 
tlie  1930 ’s,  even  tliough  the  art  of  doing  so  without  substantial  inflation 
is  as  yet  uniiuistered. 


Still  another  gcnuino  national  socvirity  oonoorn  is  avoidanoo  of 
the  diffusion  of  advaneed  niielear,  missile,  and  other  weapons  teeh- 
nology  loading  to  a proJ.iforation  of  indopoiidont  national  V'/ar-making 
capabilities.  There  arc  ahiiost  an  luilimitod  number  of  books,  articles 
and  studios,  governmental,  by  "think  tan]<s",  and  by  aoademioians 
dealing  with  nltoi’nativc  war  scenarios.  But  insofar  as  v^;c  have  been 
able  to  discover,  they  simply  are  not  addressed  in  the  so-called  "MNC" 
literature.  A much  more  thorough  examination  would  bo  needed  to  de- 
velop the  possible  interaction  of  the  MNC  and  natiomil  security  in 
tlio  context  described  above.  This  might  bo  an  area  worthy  of  resoayoh, 
at  least  for  those  who  are  oonoornod  with  pltinning  against  the  range  of 
possible  national  security  oontingonoios , however  unlikely  they  may  now 
appear. 


Tlio  sections  below  treat  the  offoots  of  internationalizing  production, 
the  so-called  transfer  of  toclinology  issue,  and  tlio  role  of  the  MNC  as  a 
ti>7o-way  channel  of  information.  The  final  section  of  Part  I looks  at  the 
question  of  availability  of  critical  raw  materials. 


A.  Effects  on  Plant  Capacity,,  Skill  Levels  and  Resources  in  Terms  of 
the  Defense  Production  Base  in  the  U.S.  and  Abroad 


Industry  Categories 


The  industrial  soetor  in  the  United  States  is  obviously  the  major 
contributor  to  tlie  Nation's  ooonomio  and  military  strength.  It  is  ax- 
iomatic to  regard  the  productive  capacity  of  American  industry  as  the 
bulwark  of  onr  defense.  Most  studies  on  mobilization  of  resources  and 
plant  capacity,  and  skill  levels  as  related  to  defense  production  are 
firmly  rootf;d  in  the  U.S.  exporienoes  of  the  Korean  and  Second  World 
Wars.  Since  the  multinational  corporation  has  really  only  emerged  as 
a significant  force  sinec  World  War  II,  there  is  an  extraordinarily 
liMited  literature  available.  To  be  sure,  George  Lincoln’s  Economics 
of  National  Sccurity3  mentions  +'ho  importance  of  foreign  direct  in- 
vestment to  defense  mobilize  cion,  but  it  is  in  oonneetiori.  with  the 
extraction  and  processing  of  raw  materials,  and  not  with  the  manu- 
facture of  industrial  products.  Very  J ittle  has  been  done  in  reference 
to  tlie  relationship  of  the  policies,  problems  and  practices  of  the  mul- 
tinational corporation  to  national  security  and  defense  management. 

Not  even  Charles  Hitch  and  Rolcuid  McKean’s  The  Economics  of  Defense  in 
the  Nuclear  Age**  contains  any  reforenee  to  the  transformation  tliat  the 
internationalization  of  production  and  tcelinology  transfer  lias  vMrought 
on  the  U.S.  industrial  production  mobilization  potential.  Tlic  only 
v\7ork  that  we  arc  aware  of  that  directly  relates  to  this  subject  is 


^ George  A.  Lincoln,  Economies  of  National  Security,  Second  Edition, 
Pi'ontioe-IIall,  Iingle\\7ood  Cliffs,  Now  Jersey,  IHSH. 


^ Charles  J.  Hitch  K-  Roland  N.  McKean,  Economics  of  Hefense  in  tlie 
Nuclear  Age,  Harvard  University  Press,  Cambridge,  Massachusetts,  i%U. 
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Jack  Behrmtm's  study  of  tlie  Multinational  Produotion  Consortia:  From 

tho  NATO  Exiioricnco.^  Behrman  triod  to  discover  v?hat  impact  multi- 
national  corporations  had  on  the  defense  production  base  of  Western 
Europe,  and  concluded  that  tlieir  contribution  was  not  very  significant. 

Die  to  Irhe  lack  of  hard  data  on  the  general  effeets  of  MNC's 
on  the  lefense  production  base,  it  is  advisable  to  exajnine  speeifie 
industry  groups  to  ascertain  their  relative  strengths  and  wealoiesses. 

a.  Computers:  There  have  been  only  a fev^  studies  of  the  > £ 

effeets  of  MNC's  on  tho  computer  indi-  try  and  they  have  little  to  do 

with  the  mtional  security  question.  "lie  Conferonoe  Board  has  stu- 
died the  motives  of  Ameriean  business  exeeutlvos  in  investing  abroad. 

'file  study  was  eonimissioiiod  and  published  by  tho  U.S.  Department  of  ^ 

Commeree,^  and  covers  15  ii.dustries  and  76  corporations.  The  origin, 
extent,  and  nature  of  foreign  operations  of  four  oompanies  ifi  tho 
office  and  computing  inaohine  industry  are  described  in  the  report,  as 
well  as  tho  reasons  for  tho  initial  foreign  investment,  tlie  relation- 
ship boti'Jeon  foreign  and  domestic  operations  and  tho  existing  state  ^ 

of  technology  in  the  industry.  . 

Christopher  Layton  in  Trans-Atlantic  Investinents  also  disousses  ^ 

the  role  of  the  MNC  in  promoting  the  formation  of  European  computer 
companies,  straddling  frontiers.'  ' 

b.  Eloetrioal  and  Electronics  Industries:  Tho  Tariff  Com- 
mission study  on  tho  "Implications  of  Multinational  Firms  for  World  , 

Trade  and  Investment  and  for  U.S.  Trade  and  Labor,"  contains  a number 

of  tables  oomparing  all  firm  and  MNC  employment  data  for  soleoted  _ j 

oountries,  total  sales,  and  average  unit  labor  costs  for  tho  eleetri-  | 

Cell  and  olootronio  industry. 

The  Conferenoe  Board  study  for  the  Commeroe  Dopartaiont  oitod  | 

contains  several  ease  histories  on  the  electrical  maohinery,  radio, 
television,  and  eommunieations  equipment  industries. 


: I 

; I 

I t 


^ Jack  N.  Behrman,  Multinational  Production  Consortia:  From 
the  NATO  Expcr.ience,  Department  of  State,  Intolligonoo  & Research, 
External  Rosoareli  Study,  August  1971. 


^ Tlio  Conferenoe  Board,  Why  Industry  Invests  Abroad,  Summary 
of  Findings,  Report  to  tho  Offioo  of  Inl-ornational  Finanoo  and  Invest- 
ment, Bureau  of  International  Commeroe,  in  U.S.  Department  of  Commeroe, 
Tlie  Multinational  Corporation,  Volume  2,  cited. 


7 The  Atl;intie  Papers  of  the  Atlantio  Institute,  University  Press 
of  Cambridge,  Massaohuselts , and  Dunellen,  New  York,  1970. 
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Tlic  Commerce  Department  also  commissioned  a study  and  analysis  by 
Professor  Ivobcrt  Stobaugh  of  Harvard  Business  School  of  a foreign  in- 
vestment in  'i’aiwaTi  in  the  electrical  maoliincry  industry  (among  oilier 
industries)  . Professor  Stobaugh  concluded  liiat  there  is  a strong  pre- 
ference by  American  management  for  keeping  production  in  the  United 
States  ratlier  than  transferring  it  abroad.  He  noted  that  offshore 
production  is  engaged  in  only  when  it  is  impossible  to  keep  the  share 

of  the  foreign  market  through  domestic  production  and  export. ^ 

> 

The  strongest  U.S.  organjzcd  labor  complaints  about  foreign  direct 
investment  and  imports  center  around  the  electrical  and  electronic  in- 
dustries. Several  investigations  by  the  U.S.  Tariff  Commission  on  economic 
conditions  of  the  electronic  industry  have  been  the  result  of  union  pe- 
titions; economic  Factors  Affecting  tlie  Use  of  Items  807.00  and  806.30 
of  the  Tariff  ScliednJ.es  of  the  United  States  contains  a detailed  breakdown 
of  the  imports  of  electronic  components. ^ 

Labor  spokesmen  have  not  argued  on  a national  security  basis,  however; 
their  argument  is  that  such  overseas  operations  contribute  to  unemployment 
in  the  United  States.  The  electronics  industries  in  Taiwan,  Hong  Kong, 
cuid  Korea  are  repeatedly  cited  as  examples  where  products,  technology  and 
jobs  have  been  exported  to  offshore  manufacturing  facilities  of  multi- 
national firms. 10 


4 


It  is  important  to  note  that  the  kind  of  production  "exported”  by 
these  multinationals  is  not  always  defense-related;  in  fact,  most  of 
this  offshore  production  is  in  consumer  electronics  such  as  television 
and  radio. 


3 

® Robert  Stobaugh  and  Associates,  "U.S.  Multinational  Enterprises  | 
and  the  U.S.  Economy,"  in  U.S.  Department  of  Commerce,  The  Multinational  | 
Corporation,  Volume  I,  cited.  • | 

® Economic  Factors  Affecting  the  Use  of  Items  807.00  and  8DG.30  of 
the  Tariff  Schedules  of  the  United  States.  Tariff  Commission  Pulilication 
339,  U.S.  Government  Printing  Office,  Washington,  September,  1970.  These 
tariff  items  cover  the  reentry  of  items  assembled  abroad  using  U.S.  manu- 
factured components,  with  duties  levied  only  on  the  value  added. 


10  See  Paul  Jennings’  testimony  before  tlic  Subconniiittec  on  Foreign 
Economic  Policy,  Joint  Economic  Conmiittcc  on  "A  Foreign  Economic  Policy 
for  the  1970 ’s,"  cited.  Also  see  testimony  of  Andrew  ]5icmlllcr  and  Nat 
Goldfingcr  before  Subcommittee  on  Science,  Research  and  Development, 
Committee  on  Science  and  A.stronautics,  U.S.  House  of  Representatives,  on 
Science .Technology  and  the  Economy,  No.  U.S.  Government  Printing  Office, 
Washington,  1971;  and  George  Meany  before  tlic  Subcommittee  on  International 
Trade,  Senate  Pinance  Conmittco  on  Foreign  Trade,  U.S.  Government  Ihrinting 
Office,  Washington,  1971.  Also  see  Coufo’cris  ional  Record , Auj^ist  5,  1971, 
H-80S2,  "Multinational  Corporations";  artieie  clisouases  "runaway  sliops"  in 
the  elcetrieal  industry,  Item  807.00  oJ'  TSIIS,  and  includes  ;i  reiiort  liy 
Dr.  Betty  Traiuii  on  unemployment  in  the  garment  and  electrical  industries. 
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It  does  not  appear,  therefore,  that  the  offsliore  procliietion  has 
been  very  deleterious  to  national  sceurity.  Tlie  Amoriean  elcetronies 
industry  depends  less  on  defense  orders  tlian  many  tliink.  Less  than 
a tentli  of  IBM's  $3.5  biJllon  turnover  eonsists  of  defense  orders,  and 
that  share  is  falling.  General  Eloetrie  believes  that  government  eon- 
traets  have  a plaee  in  their  business,  but  keeps  the  defense  share  to 
about  t\'7onty  pereent  of  turnover.  The  b^lekbone  of  the  eleetronies 
business  is  eommereial  and  not  military;  for  the  bulk  of  tlie  evi donee 
indioatos  that  defense  profits  arc  generally  lower  tlian  eommereial  onos.^- 

> 

In  evaluating  the  effoot  on  U.S.  seeiu’ity  of  internationalized  pro- 
duetion  in  key  industries,  it  is  useful  to  look  at  effeets  perceived 
elsewhere.  Tlie  TEC  has  published  a detailed  study  of  U.S.  investments 
in  tlie  elootrioal  industry  of  tlie  EEC  countries,  wliich  notes  that  one-sixtli 
of  the  EEC  production  is  eontrolled  by  U.S.  corporations  witli  a dominant 
U.S.  MNC  position  in  such  key  sectors  as  integrated  circuits  and  computers. 
The  study  eonoludes  that  European  competitors  forced  into  a secondary 
position  constitute  "an  unacceptable  limitation  or  the  cconomie  sovereignty 
of  the  European  states  since  an  industry  is  involved  wbicb  is  of  strategic 
economic  importance. "12  The  study,  of  eoursc,  was  designed  to  support 
recommendations  for  common  European  policy  for  the  clcctrieal -eleetronic 
industry,  even  tliougli  tlie  study  finds  that  the  MNC  effect  on  employment, 
industrial  development,  balance  of  payments  and  tcclmology  in  the  liost 
countries  is  favorable.  The  significant  point  is  that  the  basis  of 
European  eoneern  is  economic  and  industrial  competitiveness  rather  than 
security,  per  sc,  even  tliough  the  sector  involved  is  a critical  one  from 
the  standpoint  of  modern  military  tcclmology. 

Jules  Brackman,  Research  Professor  of  Economics  at  NYU,  has  done  a 
study  of  eloetronie  Imports  and  their  impact  on  the  U.S.  consumer  and  on 
employment,  commissioned  by  the  Electronics  Industry  Association  of 
Japan. 13  Professor  Brackman  discusses  international  trade,  tbc  U.S. 
bolcmcc  of  payments,  the  growing  U.S.  television  and  radio  market,  tele- 
vision imports,  employment  emd  productivity,  prices,  and  the  consumer, 
in  an  effort  to  assess  the  effect  of  eloetronie  imports  on  the  U.S. 
economy,  lie  eonoludes  that  the  overall  effect  was  beneficial  to  the 
U.S.  economy,  although  he  did  not  consider  national  security  ramifications. 
In  short,  there  is  muoh  literature  on  the  effeets  of  international  in- 
vestments on  production,  employment,  trade  and  balance  of  payments  in 
the  elcotrioal  industry,  but  little  discussion  of  its  oonscqucnccs  to 
national  security. 


11  Layton,  Trans-Atlantic  Tnvo.stmopts , cited. 

12  Commission  of  tlie  European  Communities,  'flic  Eleetronic  Industries 
of  Countries  of  tlie  Coiiimum'ty  and  Anieixiean  Investments,  Brussels,  1905. 

13  dulcs  Brackman,  IM.ceI.ronie  Imports:  Tlie  U.S.  Consumer  and 

EmplovmiCMit,  Sydney  S.  Baron,  Nw  York,  Septenber,  l'J7ii. 
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. ^ : For  the  past  generation,  tlie  United  States  has 

domajiated  tlie  aerospaee  industry.  Overall,  tlie  United  States  lias  pro- 
duced about  80  percent  of  tlie  aircraft  of  the  free  vtforld  airline  fleets 
It  has  generally  been  assumed  that  this  industry  vtfill  remain  securely 
domijiatcd  by  U.S.  production  boeauso  it  is  strong  in  exports  (in  the 
period  1965  to  1970  there  was  an  aerospace  trade  surplus  of  nearly  $10 
? is  high  in  technology  and  boeauso  it  oontinuof  to  receive 
largo  military  aircraft  orders  v^jhioh  help  bolster  its  viability. 


Several  studios  challenge  this  opinion.  Androv^7  Biemiller,  Director 
Department  of  Legislation,  AFL-CIO,  testified  before  Senator  Ribicoff’s 
Suboommittoo  on  International  Trade  of  the  Senate  Committee  on  Finanoo 
that  the  American  aorospaoo  industry  v^as  steadily  being  exported  abroad, 
no  gave  as  examples  the  sale  of  an  onriro  missile  system  (the  Thor-Dolta 
iaiinoh  rocket)  ; the  licensing  of  military  aircraft  manufacture  abroad, 
(the  1-4,  the  F-5E  and  the  F-104  S Larfightcr)  ; and  the  assembly  of  com- 
ponents abroad,  (the  memor'y  core  of  the  Safeguard  anti-missile  system  and 
the  engine  of  the  B-1  bomber)  .l'^ 


Industry  spokesmen 
Space  industry  overseas 
in  tlie  aerospace  field 


vehemently  deny  that  they  are  exporting  the  aero- 
. But  tliey  do  oonocf'j  that  the  American  hegemony 
is  declining. 


• Pi’csidont  of  the  Aerospace  Industries  Asso- 

ciation (AIA)  has  predicted  that  oompetition  for  tlie  aircraft  market 
197<I  to  1985,  which  lias  boon  estimated  at  $1'I8  billion 
will  become  much  fiercer  as  Groat  Britain,  France,  West  Germany.  Italy 
and  Japan  enter  the  market. ^ 

_ This  theme  has  been  repeated  other  publications  by  the  AIA 
raising  the  specter  of  Amorio^ln  toclinologioal  strength  declining  because 
o±  the  limited  fn-ianoial  re.<^ouroos  available  to  U.S.  manufacturers. 

Iheso  publications  note  thai  foreign  competition  is  moving  into  the  lonn-- 
rango  aircraft  area,  including  the  Concorde  SST,  the  ..ledium  rancre,  in- 

‘^'^Sinc  A-300B  airbus,  and  the  sliort  range,  including 
tie  SrOL  airorait,  all  supported  by  foreign  government  subsidies. IG 

For  a European  view  of  the  aorospaoo  industry,  it  is  helpful  to 
look  at  Christopher  Layton's  work. 17 


^ I 
> 


Andrew  Biomillcr’s  testimony  before  Subcommittee  un  International 
Trade,  cited. 

, „ Toolmolofiy  and  Trade:  Essential  Economic  rartnors.  AIA  Speech 

by  Karl  G.  Harr,  Jr.,  President,  January  4,  1972. 

1 p 

and  Fi<',urc;;  1072-.1  973.  Aerospace  Industries 
Association,  U'.isli  uig.ton,  D.C.,  197.-J.  Fee  also  Inlcrna  f lonal  Trade  — 

»!.:  Rcla:caj:,  Hicmc  of  tlie  latcruaL-ioiial  Coiiuii.LL I co , mccL-iiiT“Tnr 
Willumisburg,  Va.  , OcL-ober  26-29,  1971,  Aerospace  IndusL-ries  Assooiation . 


17 


Lay  con,  Tr  cm?; -At], an  tic  Investments  ^ cited. 
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This  is  n fruitful  ai^ea  for  research,  particularly  in  view  of  the 
military  sensitivity  of  tlic  industry.  The  recent  GE-SNfCMA  controversy 
has  hiijhlip,hted  the  strategic  emd  political  importance  of  the  aerospace 
field. 


d.  Shipbuilding:  Generally  the  shipbuilding  industry  is  not 

considered  to  be  a "multinational  enterprise,"  ill  though  competitive  f 

bidding  is  often  on  on  iJiternational  scale.  Tliis  industry  is  mentioned  | 

in  this  study  because  of  tlie  strategic  importance  it  holds  within  the 
trimsportation  Industry.  \^iile  tliei'c  is  no  literature  about  the  effects  , 

of  MNC’s  on  the  shipbuii.ding  industry,  wo  have  found  refercnecs  to  its  i 

national  security  role,  notably  in  George  Lincoln’s  Lconoinjes  of  National  | 

Security,  cited.  Tlie  shipbuilding  industry  is  importiuit  because  all  { 

available  studios  indicate  that  it  is  Japan  and  Europe  who  are  most  com- 
petitive  in  this  field.  It  is  also  an  area  wliioh  U.S.  MNC's  have  appar- 
ently overlooked. 

e.  Treiditional  Armaments:  Our  research  has  not  come  across 

any  studios  on  the  role  of  MNC's  in  tlie  armaments  field,  but  there  are 
studios  available  on  the  traditional  armaments  prociu?cment  policies  of 
the  United  States. For  the  most  part,  defense  equipment  is  purchased 
directly  from  industry  here  in  the  United  States.  In  sane  rare  cases,  ! 

it  has  been  produced  by  a eonsortiiun,  as  exemplified  by  NATO’s  efforts. ; 
There  are  also  examples  of  mii.itary  aircraft  being  lieensed  abroad,  but 

this  production  has  been  for  local  defense  rather  than  for  export  back  to  | 

tlie  United  States.  (. 

* )*: 

f.  Transportation  Equipment;  Tlierc  have  been  several  studios 

on  the  transportation  equipment  industries.  The  Stobaugh  study  for  the  I 

Commerce  Department,  cited,  contains  a case  history  involving  an  in-  I* 

vestment  in  the  Philippines  in  a plant  to  assemble  motor  vehieles. 

The  Conference  Board  study  for  the  Commerce  Departi  ant,  cited, 
contains  an  analysis  of  six  companies  wliieh  are  primarily  engaged  in  * 

the  manufaeture  of  automobiles  and  of  automobile  parts.  This  study  , 

outlines  tlie  reasons  for  the  foreign  investment,  the  exeluuigc  of  teeh-  It 

nology  and  the  relationshiii  betii/een  domestic  and  foreign  production. 

Tlie  Implications  of  Multinational  Firms  also  contains  a detailed 
breakdown  of  the  impaet  of  MNC's  on  labor  in  the  United  States  and  j 

abroad  in  sueh  areas  as  employment,  sales,  unit  labor  costs,  cind  com- 
pensation in  the  transportation  equipment  industry. 21 


Especially  Lincoln,  Economies  of  National  Security,  eited. 
19 

Behrman,  Multinational  Pi?oduetion  Consortia,  cited. 

?n 

^ Bic.mil]  er  testijiiony,  cited. 

PI 

•*'  Senate  Fincuice  CotiBuittce  Compcndiiun  of  Papei's,  eited. 
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Other  studios  of  interest  are  J.  WiLner  Svmdelson's  article,  "U.S. 
Automotive  Investments  Abroad, "^^and  Jack  Baranson's  Automotive  Indus- 
tries in  Developin'-^  Coiuitrics?^ 

A European  view  of  tlic  auto  industry  is  found  in  Layton's  Atlantic 
Institute  study. 2*^ 

In  terms  of  national  security,  the  American  transportation  industry 
would  not  seem  adversely  affected  by  the  activities  of  MNC's.  Most  of 
the  companies  in  this  group  do  import  raw  materials,  semi-manufactures, 
cUid  components  (as  well  as  complete  automobiles  from  subsidiaries)  to 
be  used  and  sold  domestically.  But  according  to  the  Stobaugh  Commerce 
Department  study,  cited,  the  imports  arc  the  same  or  similar  to  those 
made  or  purchased  in  the  United  States  prior  to  the  establisliment  of  over 
overseas  operations;  the  products  imported  were  manufactured  at  consider- 
ably lower  labor  costs . 

There  is  also  a large  body  of  literature  on  the  Canada-U.S.  Auto- 
motive Agreement? 5 This  agreement  was  originally  intended  to  be  a 
sectoi’cil  free  trade  pact  providing  for  Ine  eventual  elimination  of 
barriers  to  North  American  trade  in  aul omotivc  products  and  to  protect 
and  increase  Canada's  share  of  North  American  automotive  production. 

\^^lile  the  United  States  has  been  in  deficit  v;ith  Canada  for  the  past 
few  years  in  automotive  trade,  in  part  beeause  of  the  agreement,  there 
does  not  appear  to  bo  any  cause  for  concern  that  the  U.S.  would  be 
wholly  dependent  on  Canadian  automotive  production  in  a time  of  mili- 
tary preparedness — the  relative  sizes  of  the  industry  on  either  side 
of  the  border  preclude  that, 

g.  Nuclear  Industry:  Little  information  on  the  role  of  the 

MNC’s  in  the  nuclear  Indus tx'y  lias  been  located.  Considering  the  im- 
portanoc  of  this  industry  to  our  national  security,  tills  lack  is  in- 
iriguing,  if  not  startling.  One  of  the  major  tenets  of  American  foreign 
policy  is  nonproliferation  of  nuclear  weapons  and  the  capability  to 
produce  such  weapons.  MNC-borne  transfer  of  technology  in  the  nuclear 


22  j.  Wilncr  Sundclson,  "U.S.  Automotive  Investments  Abroad,"  hi 

The  International  Corporation:  A Symposium,  Charles  P.  Kindlcbcrgcr , ed., 

M.I.T.  Press,  Cajnbridgc,  1970. 

23  Jack  Baranson,  Automotive  Industries  In  Developing  Countries, 
World  Bank  Occasional  Papers  No.  8,  1909. 

2*1-  Layton,  Traus-Atlaiit:ic  Investments , cited. 


25 


The  Canada-U.S.  Automotive  Agreement: 


An  Evaluation,  Carl  E. 


Beigie,  NPA,  1970.  See  also  Toward  a More  Realistic  Aunraisal  of  the 
Automotive  Atrreement , Canadian-Anierican  Comjiiittcc,  NPA  and  Private 
Plauniug  Association  of  Canada.  Also  Hearings  before  the  Committee 


on  Pinanee,  U.S 


S C’li a 1: e , Un  i Led  St  al;es-Cana(lian  Automobile  , 

U.S.  Government  Printing  OfJ.'iee  , U'ushiugton,  1905;  • 

Agroeiiieiit,  j) th  Annual.  Rei lort  of  the  President  to  Coiigr(r-.s^j)iiJ)i)er^^ 
of  the'  Antoiiiot  ive  Prodiicd:s  Ael.’  ol  19(>5,  Senate  1 inance  Committee,  U.S. 
Governmen L Printing  Oifiee,  Wasliingtoii , 1972. 
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industry  would  obviously  have  a great  impaet  on  national  seeurity.  Tlie 
Atomie  bnergy  Conunission  is  presently  studying  the  transfer  of  nuelear 
teelinology,  under  tlie  direetion  of  Dr.  felix  Ginzburg;  tlie  study  is 
nu??pf  • ^ P^hlislied  shortly.  Aehille  Albonetti  has  examined  the 

1 industry  from  a European  viewpoijit  in  a book  entitled  Europe 
gnd  Nuelear  l.nerj^.^G  christopJier  Layton  and  Sidney  Rolfe  ]iave“dii?“ 
cussed  joint  European  efforts  in  the  nuclear  energy  field. 27por  a 
discussion  of  the  nuclear  energy  industry  in  Japan,  one  shoifLd  sec  the 
1972  testimony  of  Dr.  Keichi  Oshiina  before  the  House  Science  and  Astro- 

Subcoirimittec  on  Science,  Rcscareli  and  Developmenli, 
tlie  licarings  on  Science,  Technology,  and  the  Economy,  cited.  ' 

The  wliole  subject  of  peaceful  uses  of  atomic  energy,  proliferation 
Bca„.  stu„?es 

Volumes  I and  II,  cited,  contain  analyses  and  case  histories  of  foreign  ’ 
investment  in  the  chemical  industry.  loicign 

the  Commission  report  to  the  Senate  Finance  Committee  on 

deLi?eS\  M "k  °^/’^l^^n^tional  Firms,"  cited,  also  contains  rather 
etailed  tables  based  on  oata  selected  from  corporate  interviews  and 

UnitSTtatcr*  '"'‘P  of  MNC’s  on  labor  in  the 

united  States.  In  a field  where  little  hard  data  is  available  this 

compilation  should  bo  interesting  to  rosoarohors.  * 

of  thp''^mn;p?  Investments,  cited,  contains  an  analysis 

of  the  impact  of  foreign  investment  in  the  ohemioal  industry  in  Europe 
that  IS  also  quite  interesting.  ^ i^uropo 

1971  Policy  Rescar.:h  Centre  in  Groat  Britain  published  in 

if^lmnnP^  chemical  industry  which  provides  an  assessment 

1-)  p trade  treaties  have  on  the  ohemioal  industry  in 

InlPQ  United  States,  and  West  Germany?8  ProfesLr 

JulosBrackman  of  NYU  examines  the  internationalization  of  the  ohem- 
ical  industry  m his  book.  The  Economics  of  tlie  Gicmioal  Industry29 


2 0 

Acliillo  Albonetti,  Europe  and  Nuclear  Enorc:v.  Atlantic  Institute 
for  International  Affairs,  Paris,  Friinoe,  1971.  ^ 

-A tlan t ic  _Tnvcs tmon1:s  , and  Sidney  E.  Rolfe,  Capital 
Markets  .in  AtlaiiLic  l,coiioiiiic  Relationships  in  Tlie  Atlantic  Papers,  oitod. 

28 

. . Pimoan  Burn,  Chemicals  Under  Free  Trade:  European  and  Global 

^hc  Atlantic  Irade  Study,  Trade  Policy  Researoh  Centro,  London,  1971 


29 


Jules  IkMclmian,  Tlic  i:conomJcs  of  ilio  Chemical  Industry.  Mann- 

r'nnmiol*e  A t?  i- •:  i.r i . ? ' , ^ ■ ■ .J-  ^ 


J.*  • y-n  . w ».  t,Mv:  V.I  .V)IM  V.  L L II  HI 

lacLiirant;  Choiiusls  Assoc  iaL'j.on,  Wasli Ja;^L*on , February  l‘J7U. 
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There  is  no  known  study  on  tlie  interrelationship  between  the  chemical 
•industry,  the  MNC’s  and  national  seeurity. 

i.  Heavy  Industry:  Studies  of  the  role  of  the  MNC’s  in  heavy 
industry  arc  found  in  tlic  U.S.  Tariff  Comniission  study  and  in  the  Stobaugh 
and  Conferenee  Hoard  Commerce  Department  studies,  all  cited.  A study  of 
the  steel  industry  is  foiuid  in  Layton's  Atlantic  Institute  work. 30  Imports 
of  stool,  partioularly  Japanese  imports,  liavo  oome  under  scrutiny  by  tlie 
Senate  Finaneo  Coiiuiiittoo . 31  The  American  Iron  and  Stool  Institute  (AISI) 
has  published  several  articles  on  the  stool  import  problem,  which  deal 
v^itli  the  inports  of  steel  and  our  national  security.  StooJ  industry- 
spokesmen  have  argued  that  unless  the  rising  trend  of  stool  is  arrested, 
tliere  will  not  bo  enougli  continuing  investment  in  additional  steel  pro- 
ducing and  processing  equipment  to  prevent  oritieal  bottloneoks  in  the 
nation's  defense  preparedness . 32  situation  has  eased  somewhat  in 

the  past  too  years  and  tlie  recent  devaluations  have  benefittod  the  oom- 
petitivoness  of  Ajiieriean  stool  in  world  trade. 

The  steel  industry  is  traditionally  a nation-based  industry,  few 
steel  ooinpanies  having  expanded  internationally,  except  to  secure  raw 
materials.  Altliough  tlie  industry  is  important  to  national  seeurity, 
and  the  extent  of  dopondonoo  on  foreign  sources  is  important,  this  is 
a question  of  trade  policy,  and  not  a function  of  MNC's. 

B.  Effects  on  Military  Teehnology 

1.  Research  and  Developmont 

A decade  ago  the  Danish  eoonomist,  Erik  Hoffmeyer,  studied  the  pat- 
tern of  U.S.  trade  and  found  that  U.S.  exports  of  "liigh  teehnology"  pro- 
ducts liad  increased  toenty  times  in  tlie  period  betoeen  World  War  I and  tlie 
mid-fifties,  while  exports  of  traditional  goods  merely  trebled. 33  Tliis 
impact  of  technology  and  research  and  development  (R&D)  raises  some 
issues  of  national  policy.  Tlie  MNC's  tend  to  be  among  the  most  innovative 
enterprises,  and  therefore  play  an  important  role  in  the  area  of  R&D 

There  are  several  important  sources  of  information  available  on  the 
R&D  role  of  MNC's.  Jack  Behrman  of  the  University  of  North  Carolina 


3d  Layton,  Trans -Atlantic  Investments , cited. 

^3-  Steel  Imports,  Staff  Study  of  the  Committee  on  Finance,  U.S. 
Senate,  U.S.  Government  Printing  Office,  Washington,  December  19,  1967. 

32  The  Steel  Import  Situation,  speech  by  George  A.  Stinson,  Chief 
Executive  0fficc:r,  National  SLeel  Corporation,  vJune  29,  1970,  AISI  Publie 
Affairs  Luneheoii.  See  also  The  Steel  Tmporl:  Probl'Mii,  AISI,  New  York, 
October,  1967. 

33 

Sec  Policy  Asiieets  oJ'  Foreign  Investment  by  U.S.  Multinational 
Cor]iorat:ioiis , p.  31  in  The  Mu.l.  tinntioiial.  Cor])oraL:i(  ii , DeparLment  oi 
Comineree,  cited. 
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has  studied  their  effect  on  the  development  of  local  research  and  de- 
velopment icicilitios  in  Europo-j'^ 

He  concludes  in  part  that; 


The  multinational  enterprise  helps  the  host 
coiuitry  reach  a higher  level  of  technology. 
But  it  also  raises  problems  of  a ola;Lm  on 
national  resources  for  research.  And  it 
leaves  a major  problem  of  who  controls 
the  res\ilts  of  the  researeh.  So  long  as 
domestic  owncrsliip  and  control  over  key 
sectors  and  key  technology  are  not  achieved, 
national  goverrmicnts  will  feel  threatened. 
The  conilict  of  ownership  will  become 
increasingly  important  even  though  the 
researcli  base  is  expanded  by  the  activities 
of  the  multinational  enterprise.  The 
multinational  enterpi'ise  eannot  reduce 
tensions  by  responding  inducements  to  place 
research  activities  abroad,  for  the  absence 
of  domestic  ownership  and  control  is  likely 
to  become  an  even  more  serious  source  of 
tension. 


• dimming  has  studied  local  R & D by  foreign  MNC’ 
M the  mitcd  Kingclomf  A.E.Safarian  nas  atudio.l  it  in  CanaSf"aX 
DonaT.d  Brash  lias  studied  it  in  Australia^^ 


Fncr-fnI  Symposium  of  the  National  Academy  of 

contains  much  information  on  the  research  and  development 
factor  on  technology.  Of  particular  interest  is  Dr.  Michael  Boretsky's 


Fn t n rnr C n ^hrman , ^atinational  Interests  and  the  Multinational 
^tcrprisc:  Tensions  Among  the  North  Atlantic  Countries.  Prcnt-;n~ 

llall,  Inglewood  Cliifs,  New  Jersey,  1970. 

35 

...  . I^inning,  terican  Investment  in  Britisli  Manufacturing 

Industry.  London:  George  Allen  and  Unwin,  1958.  

3 0 

HcGraw  llili^'igGo!'''^™’  ftmcraliip  of  Canadian  Industry.  Now  Yor 

3 7 

^ Donald  T.  Brash,  ^orican  Invcshiient  in  Australian  Industry 

Cambridge:  JIarvard  University  I'rcss,  19b(T7  — — 
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art.iolo  on  liin  "Conoerns  About  tho 
national  Trade. 


I*roscnt  AmoriGcin  Position  in  Inter- 


Dr.  BoreLsky  has  also  eondueted  several  studies  fer  the  U.  S.  j 

Commeree  Department  analyzing  the  relationsliip  between  ,’esea’rch  and 
development  and  trade  performanee.  Boretsky  argues  that  for  the  past 
few  years  the  United  States  lias  been  losing  its  teehnological  leader- 
ship in  the  production  and  export  of  high  technology  itojns  tnat  require  i 

intensive  research.  He  attributes  tliis  decreasing  competitiveness  to 
the  increasing  intensity  of  foreign  R & D efforts,  slower  rates  of  pro- 
ductivity increase  in  the  U.S.,  tho  ability  of  foreign  countries  to 
readily  adopt  "old  teolmology",  exchange  rates  that  put  the  United  States 
at  a disad\ antage , and  the  ability  of  foreign  countries  to  purehasc  and 
assimilate  relatively  new  technologies  from  innovator  countries.  Dr. 

Boretsky’s  thesis— -that  if  the  trend  of  decreasing  U.S.  competitiveness  1 

is  not  reversed  soon,  the  United  States  will  face  a continually  worsening  I 

balance  of  payments  and  eompetitive  situation was  not  universally  i 

aGGopted,  however,  at  the  time.  [• 

Professors  Robert  Stobaugh  and  Raymond  Vernon  of  the  Harvard  Bust-  | 

ness  School  have  also  investigated  tlic  rcscarcli  and  development  factor 
in  international  trade  and  have  advanced  tlic  theory  of  the  "product 
cycle".  The  "product  cycle"  starts  as  a product  is  developed  for  the 
U.S.  market;  it  proceeds  to  the  point  where  the  product  is  exported 
abroad.  The  product  is  then  licensed  and  general  manufacturing  begins 
as  the  technology  is  diffused  overseas.  The  final  stage  of  the  cycle 
begins  as  the  competition  becomes  keener  and  production  moves  to  coun- 
tries with  low  costs  of  export,  at  which  point  the  U.S.  MNC  has  little 
choice  but  to  invest  abroad  or  lose  its  market  to  competitors?^ 


3R 

Miehael  Boretsky,  "Concerns  About  the  Present  Amcrictin  Position 
in  International  Trade,"  pp.  18-G6,  and  also  the  article  of  J.R.  Pierce 
and  E.C.  Fubini,  Teehnolo.gy  and  International  Trade , Proceedings  of  the 
National.  Aeademy  of  Engineering,  1971.  Ihrofcssor  ]3orctsky's  line  of 
rcseareh  has  also  been  followed  by  Professor  Donald  Kcesing  who  found  a 
strong  correlation,  industry  by  industry,  betv^cen  sales  and  the  U.  S. 
share  of  OECD  country  exports  of  manufactio'es  and  the  U.  S.  expenditures 
for  research  and  development.  See  J)onald  B.  Kcesing,  "The  Impact  of 
Rescarcli  and  Development  on  United  States  Trade,"  Tlie  Journal  of  Political 
Economy , The  University  of  Chicago  Press,  Vol.  73,  No.  1,  February  1907. 

39  Robert  B.  Stobaugli,  "UtiJ.izing  Tccluiical  Know-How  in  a 
Foreign  Investment  and  Licensing  Prograjii,"  Proceedings  of  the  Cliemical 
Marketing  Rcscarcli  Association,  Houston,  February  1970;  Robert  B.  Stobaugh, 
"The  Ncotechnology  Aceoiurt  of  International  Trade;  The  Case  Petro- 
chemicals ,"  Joj^njjil_jTjJ_Jt^^  II  (Fall,  1971), 

pp.  III-OO;  Tlic  Stobaugh  study  in  the  Cominorcc  DeparLment's  The  Multinational 
cited;  Raymond  Vernon,  SovercigniLy  at  Bay,  Basie  liuuks,  Nov;  Vo  . 
1971,  ILiymnnd  Vernon,  "International  Investment  and  International  Ti’adc 
an  the  Product  Lxfc  Cycle."  Quartorly  Journal  of  Economies.  LXKX,  (May  1900), 


Both  Bchrman  and  Scrvan-Sclircibcr  have  noticed  that  the  contribu- 
tion of  U,S.  subsidiaries  in  Buropc  (as  a proportion  of  output  produced) 
is  most  pronounced  in  t\^o  areas:  first,  the  science-based  or  research- 

intensive  industries,  industries  that  supply  botli  producer  and  consujiicr 
goods;  and  second,  industries  subject  to  economies  of  scale  and  pro- 
ducing goods  within  a liigh  income  elasticity  of  dcmand^/0  Gruber,  Mehta, 
tUid  Vernon  ir  an  article  in  Tlic  Journal  of  Political  Economy  noted  that 
tlic  four  most  rcscarcli-intensive  industries  of  the  United  States  spent 
more  tliaii  2^  times  tlic  amount  spent  by  14  other  industries  for  new  plant 
^d  equipment  in  Europe.  Moreover,  they  concluded  that  these  four 
knowledge"  industries  (i.e.,  computers,  instruments,  cieetronlcs  aAd 
cliemicals)  act  as  a catalyst  for  growth  that  out\^pig]is  the  normal  spill- 
over from  tlic  initial  demand-stimulating  effoets.^l  All  four,  it  snoulu 
be  noted,  are  significant  from  the  standpoint  of  military  technology 
and  production  and  higlily  concentrated  in  MNC’s. 

The  Williams  Commission  Report  to  the  President,  the  Tariff  Com- 
mission Report  on  tlic  "Implications  of  Multinational  Firms  for  World 
Trade  and  Invcs^ient  and  for  U.S.  Trade  and  Labor,"  and  the  Commerce 
Department's  eollected  studies  on  The  Multinational  Corporation,  all 
cited,  contain  sections  that  refer  to  research  and  development  efforts 
of  the  multinationals.  The  Organization  for  Economic  Cooperation  and 
Development  (OECD)  has  studied  the  problem  for  a long  \^hile , particu- 
larly in  reference  to  the  teclinology  gap  beti^cen  the  United  States  and 
Europe,  The  House  Coinmittee  on  Seienee  and  Astronautics  iiearings  on 
"Science,  Teclinology  and  the  Economy,"  cited,  cover  many  of  the  broad 
issues  that  involve  research  end  development  as  an  aspect  of  eompeti- 
tiveness. 


This  thesis  has  also  been  propounded  by  }Iirsch  in  his  book.  Location 
of  Industry  and  Internat  oual  Conipotitiveness . Clarendon  Press,  Oxford, 
England,  1967,  as  well  as  by  L.T.  Wells,  Jr.,  "A  Product  Life  Cycle  for 
International  Trade,"  in  Jour»nal  of  Marketing.  Vol.  32,  No.  3,  July  1968, 
pp.  1-6;  L.T.  Wells,  Jr.,  "Test  oi  a li’oduet  Cycle  Model  of  International 
Trade:  U.S.  Exports  of  Consumer  Durables,"  in  Quarterly  Journal  of 

Economies , Vol.  LXXXIII,  Pebruary  1969,  pp,  152-162;  B.  Wilkinson,  Canada's 
International  Trade:  An  Analysis  of  Recent  Trends  and  l^atterns,  Tlie 

Private  Planning  Association  of  Ciuuida,  Montreal,  1968;  Tlic  Product  Life 
Cycle  and  Internat  iou:il  'Ji'ade.  Lewis  T.  Wells,  Jr.,  cd. , Division  of 
Researcli  Books  on  Multinational  Enterprise,  Harvard  University,  Cambridge, 
Massachusetts,  1972. 

40 

J.J.  Scrvan-Schrcibcr,  Tlic  American  Cliallengc.  Hainish  Hamilton, 
London,  1963. 

W.  Gruber,  D.  Mclita,  and  R.  Vernon,  "Tlic  R&U  Factor  in  Intcrna- 
tionnl  Trade  and  International  Investment  of  U.S.  Industries,"  Tlie  Journal 
of  ]\)litic'al  la-onoiiiy.  Vol.  LXXV,  February  1967,  pp.  20-37. 

u? 

C.  Freeman  and  A.  Young,  Tlie  Researcli  and  Dovelopmeni-  Effort  in 
Western  lluroue,  Nortli  America  and  the  Soviet  I in  Lon.  Oi:ci),  Paris,  1965; 

■ll4*  and  Structure  of  Euroiiean  ’ s Rc'seareli  and  Devel  oiinu'ut  Effort 

OECD,  Paris,  1968.  ~ ’ 
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nonnl^^iA^  lit-raturo  mentioned  above, 

sxgnif.ieantly  on  tlie  speeifie  issue  of  national  seeuritv 
except  as  this  may  be  indirectly  related  to  inte’.’national  ceonomie 
competxtiveness.  \hietor  Hasivik,  in  a ])ook  publislicd  by  tlie  I’oreicn 

“"^-y  brieflv  to  the  soeurity  issue,  despite 
ats  txtlc,  Lincoln  in  the 

gegnomxe.s  oi  Natxoiial  Seonrjty,  exted.  discusses  R S D at  length  but 
here  xs  no  rolereuee  t.  the  HMCs’  contribution  to  (or  detraetion  from) 
the  na^xonal  seeurxty  interests  of  the  United  States.  Hitch  and  McKean’s 
^c  Eeonomxqs  of  Del  ense  in  tlio  Nuclear  Age,  cited,  likewise  eontains  an 
analysxs  of  tlie  relatxon  of  military  research  and  development 
seeurxty,  but  it  does  not  refer  anywliere  to  tlie  multinational 
coiporatxon,  or  tlie  potential  problems  created  by  the  transfer  of  teeh- 
nology  QbroQcl,  disoussed  in  trlio  next  section, 

n-F  speeifie  information  on  the  interaction 

of  MNC  s wxth  the  natxonal  security  and  military  teclaiology  the 
argui^ent  xs  sometimes  made  that  the  diversified  base  of  thc*MNC 

ilJ’  of  soale  ill  rcsearoli  ,-incl  ticVGlopmoitl-  which  may 

benefit  the  general  state  of  U.S.  teelinolosy  md  tlius  have  some 
mxlxtary  apiilxeatxons . 


2. 


Transfer  of  Ton?moio^y  • 


to  othe?  Goii^triortSough  know-how 

aid;  the  lieensing  of  pai-ont  rio-hts  and  c^i  assistance  teehnieal 

and  the  expansion  of  ufs.'  direet  industrial  know-how; 

with  our  deficits  in  the  balanee  of  trndn^  s a^noad.  In  recent  years, 
as  to  whether  this  "cxnort  nf  i-r.i  i mi  ^ Question  lias  been  raised 
in  the  long  run  by  sSlin^  harm  the  United  S?a?es 

and  undereutting  the  oompStitive''strCTgtl?of superiority 
to  compete  with  low-cost  imparts.  ^ exports  and  our  ability 

posals®whosra™"elj“pui™  "—’I  logislai  ive  pro- 

logy  and  prevent  eeoSrcUsloJ°t?of’’,‘;i  ? <lloaaminatlon  ol  teeLo- 
Kl-.ieh  are  the  result  of  toehnologloal ’lmnS"^”Th^  closings, 

and  well-known  of  those  proposals  is  tlic'^nartte-tokr^mSii  Sootlm"602 


Policy  AsL'gStiSn!^M7n.^^^"^-”^‘'  Now  York.  Poreign 

44 

the  House  as  I?s^foL^l  titT”  S'""  as  S.151  and  in 

vestment  Act  of  1973’  a Lpv  of  tli^  ^ Foreign  Trade  and  In- 

the  Congressional  Rnnowi  f/o  pj"  may  be  found  on  page  S-3G4  of 

Printing  Office,  Washington, 
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would  gave  tho  Prosidont  flie  authority  to  prohibit  any  holder  of 

llic  patented  produet  abroad  or  lieenslne 

^ ^ i"  judgment,  tlie  proh?bi?S? 

would  lead  to  inereased  employment  in  the  United  States. 

, O^Sanized  labor  spolcesinen  have  boon  partieularly  aotivo  in  raisins 
objections  to  tliis  "export  of  toclinology. "45  lai.^ng 

•j-oot,  ^P°^"^|^sinon,  oil  the  otlior  hand,  argue  that  tho  diffusion  of 

technology  liclps  tlio  United  States  economy  ]iy  permitting  more  effective 
access  to  overseas  markets  and  that  the  fLs"^and  roy^J^fereL^neJ  from 

otlior  arrangements  liavc  totaled  nearly  $23 

cleteatjiig  since  foreign  countries  will  either  buy  it  elsewlioro  or 

ProtectLn  ateoad 

aoos  not  apply  if  tlio  patent  is  not  worked.  They  also  point  to  the 

grossSLr?L\iL:;“^S[v°L“^L 

DGVoloi,mcnt  of  tl.o  House  Science  and  Astronautics  Co^lttco  has  h“d 
matIon®and°opta?on?”'  “f 

Commerce  studies  on  The  Multinational  Cornoration 

mestioS  “ '•P=‘=‘>rchlng  the  transfer  of  toclinology 

question.  Tlie  Department  of  Commerce  study  concludes: 

In  sum,  the  regulation  of  technology  should  not  be 
lookeci  to  as  a significant  response  to  U.S.  balance 
ot  payments  or  domestic  employment  problems.  Such 
a policy  would  not  be  Impossible  to  implojucnt,  and 


V • Riittonberg  and  Associates,  Needed:  A Construetlvn 

Fore j.gn  Trade  po3. icv , Industrial  Union  Department,  AFL-CIO,  October 
1J71;  Dieiiiillcr,  and  Mcany,  testimonies  before  tiie  Subcommittee  on 
International  Trade  of  tlie  Senate  Finance  Committee,  cited;  Hearings 
before  tJic  Subcommittee  on  Science,  Rcscarcli  and  Development  of  tlio 
Coimiiittee  on  Science  and  Astronautics,  Ifouse  of  Representatives  on 
bcicnce,  Icolinology  and  tlie  Economy,  cited;  Hearings  before  the  Sub- 
comniittce  on  Foreign  Economic  Policy  of  tho  Joint  Economic  Committee 
on  A lorexgn  Economic  Policy  for  tlie  1970's:  cited. 

biformation  on  t]ie  Multinationals.  Goodyear  Tire  t'i  Rubber  Co., 
Tpt'p'V  ° NiiltinationnL  CorpoiMt  ion  I’aot  File.  International 
Tclej)lione  R-  J elograi)lrCori). , New  York,  l'J73;  Tlie  Mill  1:  inat  icmaJ 

n l.hioi  s . mo. . Ch^ens  - Illinois , J no . , Toledo , 

OJi.LO,  l‘J/2.  ’ 
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might  oauso  some  short- torin  train  *4- 

donbtful  tliat  tlip  train  " Sam  but  it  sooms 

Tl.o  typo  of  program' positod  wZ’f  of^alrsf''" 

not  oiroot  would  most  probably  he  onlv  in  nl 
courage  additional  foreign  effori.,  -n  i 
their  own  new  teelinologics  and  ^n  • ^ develop 
imitate  those  of  the  Mtod  s?atL.'57'‘"»™'*™“>' 


at 


the  request  of^tho^sLaS^ Pin^  Tariff  Commission,  done 

aeeountod  for  90  poroont  of  tlie  that  MNC’s  ^ 

United  States  in  1971  the  Tarifi^  - Ities  ^ and  fees  flowing  to  the 

» “S‘s,rs.s  :s,=;;“S”' 


In  tlio  aoadomie  world,  there  is  alQn  t i i. 
the  general  question  of  transfernf  tnnf  i researeh  on 

nology  gap  - and  the  rol^f  tenbnfi  so-ealled  ”teeh- 

velopmont'l^  teelmology  and  Icnow-how  in  eeonomie  do- 


Commeree,  "Poliey  AspLts  of  foreiSrT^''''^  International 
Corporations,"  pp.  in  H ? n by  u.S.  Multinational 
national  Corpn-rnr?n„  volujne  l’  Aitp^  Commeree,  The  Multi- 


1 ^ -’-'“■lu  in  u.b.  Dena 

national  Corporation.  Volujne  I,  eited. 

48 

European  f»r  ofro'oTnolSoaf do"^  d'  ^as  studied  «.o 


controls^  See  J^iiKTlntere^  and  teehnology 

Cited.  See  also  "Some  Patterns  in'  i-h — ^'^^t^nationa1_  Cnternrisp , 
ppso,"  Graduate  Sehool  of  Cushioss  Researel,°Lpe? 
of  North  Carolina  1969  7nim  n • , ^ ^ 

from  the  viewpoint  of  the  ooSs^nT^^^  looked  at  teehnology  transfer 
Jota  H.  Dimnii^g,  "TeL'oTogr  Sn^Jedlt^^  Sroa^  ^See 

Eeonomie  Growtli,"  in  Kindl?berger  European 

§M£Sium,  cited;  See  also  7 ^if  ’ri  ^“^^^”‘^bional  Corpnr;.i-inn. 

U.S.  Investment  on  11  K Tr.r>i  *i  ’ Conning  and  M.  Steuer,  T]ie~i’fi’nni-r-'  r,-F 

well  sLHsfTT5i^°" 

afreet  on  the  eeonomie  gi-owth  of  tl,e  less  devcaop«?eou“rIes  "" 

SpnATlru-inr • _ * 


. _ uuunrries. 

££iasri3.ii^^n?e™ 

No.  SU7-71,  Alfred  P tT..  ■■■  , , , ■ , CatekocplT^^  Wnrlcing 

1971.  The  effeet  of ’Eastlwe-vt  trade  on^teT"^^^^  Cambridge,  Mass., 

in  a number  of  articles  for  the  PraLor  trunsfor  is  oxoininecl 

and  Uevelopment,  edited  bv  Stan  ^^J-cs  on  International  Ceonomies 

^aljIiuLcHvl;jU,LA  ll.UtLf;  , re  Egat-ft'st  T,-a.le  end 

Wasowski,  New  Yorl^l.T^.lTgF-i^v^-^^^^^  A ^ Staulsl'au 

Uker,  J.IMI.  Hooks  ol  a more  gonornl  natm-o  on 
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Althou^rh  liiG  ImportanGG  of  tcGhnology  to  military  GapabilitiGS 
and  liGncG  to  national  SGGurity  is  gciiGrally  roGognizGd , vary  little 
in  the  litGratiiro  noted  al)ove  has  dealt  witli  the  problem,  books 
suc.i  as  Lineoln's  The  r.ponomics  of  National  SoGuritv.  of  eourse  do 
considGr  military  toeluiology,  and  Raymond  Vernon's  essay  on  "The 
Miiltmational  Enterprise  and  Natiomd  Security"  raises  tlic  subject 
ol  tcclinology  transfer  as  a matter  of  "national  interest"  but  not 
national  security. 

As  nearly  as  this  survey  has  been  able  to  determine,  there  is 
very  little  discussion  of  the  "spillover"  of  international  transfcl? 
ol  business  teclino.ogy  into  the  military  area.  Tliis  might  be  a 
subject  for  fruitful  researcli. 

3.  2lQ.t-ional  Sceurity  Controls  on  Technological  Transfer 

'Hie  1917  Trading  '.iith  tlie  Enemy  Act  is  tlie  basis  for  regulations 
nnposed  by  the  Treasury  Department  which  proliibit  persons  subject  to 

United  States  from  entering  into  transactions 
witJi  nations  of  an  enemy  country v-' 


technology  transfer  arc  Gruber  and  Marquis,  Ed.,  Factors  in  the  Transfor 
£f  lechnologY,  MIT  Press,  Cambridge,  Mass.,  19GR  and  Daniel  L.  Spencer, 
|ephuolorry  Gap  in  Pci-spective:  Strategy  of  International  Tcclmolocrv 

Iransier . Now  York,  Spartan  Books,  197(K  

fr  discusses  the  transfer  of  technology  and  its  subsequent 

eiiect  on  this  teciinology  gap  and  American  competitiveness  in  tlie  clec- 
tronics  industry.  See  J.  Tilton,  International  Diffusion  of  Technoloev 

^e  Case  of  Semiconductors.  Brookings  Institute,  1973.  Tlie  United 

Nations  Institute  for  It-aining  and  Research  (UNITAR)  has  produced  a 
voluminous  body  of  literature  on  the  role  of  MNC’s  in  teclinological 
trcinsfcr  to  the  LDC's  and  in  specific  industry  groups. 

UNITAR  Research  Reports,  United  Nations  Institute  of  I'raining  and 
Research,  New  York.  Because  of  the  large  body  of  literature  it  is 
impossible  to  list  all  germane'  reports  but  tlirce  of  particuiar  interest 
are  Jhe.  MNC  Kole.  in  the  Transfer  of  Tcclmology  jn  the  Pharmaceutical 
.^Klu^lrr^,  UNITAR  Research  Jieport  No.  I'l,  1971  and  Transfer  of  Teclmol  oerv 
Jj.om  dapan  to  the  Developin^r  Coirntries,  UNITAR  Research  Report  No.  7, 

1J71,  and  Y.S,  Cliang,  Tlie  Triuisfer  of  Toelinolo-w;  Economics  of  Offshore 

^ Industry.  UNITAR  Research  Report  No.  11, 

1J71,  New  York,  United  Nations. 

*'  9 a,  , . 

. 0-7-,  Enemy  Act,  Oct.  D,  19GG,  Pub.  L.  89-G19,  80 

Stat.  871  (Title  50  App  Sec.  39) 


j - XliG  Export  Control  Act  permits  the  President  to  prohibit  or  curtail 

' , the  exportation  of  any  items  or  tcclinical  data  in  order  "to  furtlier  tlic 

i foreijni  policy  of  the  United  States  and  to  aid  in  fulfilling  its  inter- 

national responsibilities"  and  to  cxcreisc  the  necessary  vigilance  over 
exports  from  the  standpoint  of  their  significajice  to  tlic  national 
security  of  the  United  States. "50 

Tlie  Munitions  Control  Act^^prohibits  tlic  sale  of  miuaitions  without 
approval  of  the  State  Department,  and  the  Battle  Act  provides  for  a 
cutoff  of  funds  if  a foreip  country  permits  exports  of  strategic  items 
* to  prohibited  dGStinations52 

There  is  a very  extensive  literature  on  these  laws  and  their  appli- 
' cations  and  on  the  various  government  procedures  that  have  been  developed. 

' Regular  annual  reports  are  issued,  for  example,  on  the  administration  o± 

! the  Battle  Act^^ 

The  rclcvanee  of  national  sceurity  to  this  subject  is  fairly  clear, 
for  example,  the  transfer  abroad  of  the  "gaseous  diffusion"  technology 
or  space  satellite  related  technology  could  be  applicable  to  nuclear 
' or  missile  programs  of  a potential  enemy — or  simply  to  an  "Nth"  country, 

increasing  international  instability.  And  it  is  U.S.  po].iey , as  noted 
previously,  to  diseourage  the  proliferation  of  modern  nuelear -missile 

capabilities. 

There  is,  however,  debate  on  the  adequacy  of  sueh  controls^^ 

Another  controversial  area  is  the  interaction  bct\'jceu  strategic  and 
■ "competitive".  The  recent  GE-SNECMA  licensing  eontroversy  is  a case 

in  point.  The  initial  denial  of  lieense  to  a French  firm  to  produec 
I GE  engines  was  based  on  the  claim  that  it  involved  the  same  engine 

technology  used  in  advanced  military  aircraft  such  as  the  B-1  bomber. 


50  Export  Control  Act,  October  15,  1970,  Pub.  L.  91-h52,  Title  II, 
Sec.  250,  84  Stat.  931  (Title  50  App  See.  2026)  See  puartcrly  Report .on 
Export  Controls,  Department  of  Commerce. 

51  The  Munitions  Control  Act,  Title  22,  Chapter  26,  See.  1934, 
Mutual  Security  Assistance. 

5^  Battle  Act,  Sept.  9,  1961,  Pub.  L 87-195,  Pt.  IV,  See.  703  (a) 

75  Stat.  463  (Title  22  See.  1613d),  Mutual  Defense  Assistance  Control  Act 

53  See  Mutual  Defense  Assistance  Control  Act  of  1951  - 25th  Annual 
Report  to  Congress,  (May  1,  1973)  Department  of  State. 

5*^’  See  for  example  tlie  testimony  of  Andrew  Bicmillcr  before  the 
Senate  Finance  Conmiittec,  Subcoiiraittec  on  International  Trade,.-  cited, 
in  wliich  lie  notes  tliat  tlie  United  States  lias  permitted  the  transfer  of 
military  technology  abroad  through  licensing  and  sales. 


19 


If 

1 

I 


I 


y 

I 


The  French,  however,  apparently  felt  that  the  deeision  was  motivated 
by  eompetitive  eonsiderafrions.  Tlie  suhjcet  esealated  to  the  summit 
level,  and  President  Nixon  ai)parontly  agreed  with  President  Pompidou 
at  tlie  leeland  summit  tliat  the  deeision  would  be  reversed. 

Although  most  of  the  literature  described  in  the  preeedijig  sections 
and  others'’^discussed  tlie  control  of  tcclmologieal  transfers  in  eonsi- 
derable  detail,  they  did  not  really  address  the  national  soeurity  aspects. 
This  does  appear  to  be  an  area  where  more  serious  research  could  be 
profitable,  aJtiiougli  it  is  not  l<no\m  tg^what  extent  governm*^’’^  agencies 
have  or  are  examining  these  questions. 

The  key  question  is  whether  the  inherent  flexibility  of  the  MNC 
in  the  many  different  ;jurisdietions  in  which  it  operates,  enables  it  to 
bypass  the  U.S.  control  structure  described  abovcf'  Surprisingly,  we 
have  not  found  this  question  extensively  detilt  with  in  the  MNC  literature. 
It  should  be  noted,  however,  that  the  laws  apply  to  persons,  including 
corporations,  over  wliieh  the  United  States  exercises  jurisdiction,  and 
those  include  tlie  American  parent  corporations.  By  virtue  of  their  con- 
trol over  foreign  subsidiaries,  the  laws  arc  interpreted  to  apply  to 
U.S.  MNC's  worldwide  on  an  extraterritorial  basis.  (Indeed  the  argument 
is  made  that  those  laws  also  apply  to  foreign  corporations  doing  busi- 
ness in  the  United  States.)  Although,  as  noted  later  on  in  this  survey, 
the  extraterritorial  aspects  of  controls  do  occasionally  generate  inter’-' 
state  political  frictions,  most  American-based  multinationals  generally 


In  The  Foonomies  of  Defense  in  the  Nuclear  Age,  cited.  Hitch 
and  MeKoan  argue  that  in  some  cases,  control  of  technological  infor- 
mation is  synonymous  with  .national  security.  They  noted  tliat  a "few 
years  of  superiority  may  be  decisive."  Tlie  potential  asset  repre- 
sented by  military  teclinology  is  suggested  by  looking  at  how  U.S. 
security  would  be  affected  if  the  Russians  liad  tlie  technological 
initiative,  and  the  U.S.  was  forced  to  follov;  their  deve].opments , let 
us  say  of  missile  systems  with  a lag  of  several  years. 

56 

Thomas  J.  Allen,  Managing  the  Flow  of  Scientific  and  Tcclmo- 
logical  Information,  Thesis  submitted  to  the  Alfred  P.  Sloan  Seliool 
of  Management,  MIT,  Cambridge,  Mass.,  1960,  and  E.J.  Gernowski,  Inter- 
national Exchaugc  of  TeehnoJogy  - Incentives  for  the  1970s,  Ih-escntcd 
at  the  Conference  on  International  Exchange  of  Teelmology,  Oct.  29-30,1970. 

Jack  N.  Behrinan,  a former  Assistant  Secretary  of  Commerce  for 
Domestic  and  International  Business  from  1901-19Gi|,  is  a loading  a^ithor- 
ity  on  export  and  technology  controls.  Perhaps  the  host  analysis  of 
those  controls  is  found  in  liis  article,  "U.S.  Government  Controls  Over 
Export  of  Teclinical  Data,"  IDEA  (Fall,  19G'I)  , pp.  303-15.  For  an  ex- 
eel.lc.nt  mialysls  of  controls  i'rom  the  legal  and  admin.Ls tratlve  stand- 
point, see  Harold  .1.  Berman  and  J.R.  Carson,  "United  States  F.xport  Controls 
Past,  Present  and  Ijiture,"  Colum])ia  haw  Review  (May  19G7)  , pp.  791-090. 
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follow  U.S.  law  on  tlioso  troplos  ns  a matter  of  eourse,  although  they 
are  eons trained  to  avoid  potential  eonfrontatlons  with  the  government 
in  caeli  area  in  wliieh  tliey  opoi’ate.  In  eonelusion,  tiie  question  of 
bypass  of  eontrols  may  appear  to  bo  a "non-problorn" ; but  more  I'osoaroh 
would  bo  necessary  to  validate  suoh  a judgment. 

•1.  Dopondoncy  on  Foreign  Know-How  and  Teehnologv 

Although  the  Tariff  Commission  study  notes  that  the  United  States 
exports  iar  more  teelmology  than  it  imports,  many  signifioant  indus- 
trial proeesses  have  been  developed  abroad--for  example,  the  oxygon^ 
prooess  for  steel  refining,  the  jot  turbine  and  Wankol  engine.  Tlie 
two-way  flow  of  teeluiology  is  highlighted  in  the  disoussions  of  this 
general  topiev° 

There  is  at  least  one  exoeutivo  who  fools  that  the  United  States 
may  soon  beeome  a not  roeipiont  and  Europe  a not  exporter  of  toohno- 
logy.  Antonie  T.  Knoppors  lias  argued  that  some  MNC's  whose  aotivities 
are  teehnol.ogy-oriented  often  resist  innovation.  Knoppors  maintains 
that  wo  will  soon  see  a major  "reverse  transfer  of  teelmology"  and  the 
United  States  will  beeome  dopondont  on  Europe  for  our  toohnologySS 
This  trend  to  resist  innovation  is  also  seen  by  former  Assistant  Soo- 
retary  of  Commoroo  Myron  Tribus.  Ho  says  that  ereativo  breakthroughs 
most  often  oome  from  outside  largo  eorporations  for  simple  reasons; 
ereativo  ideas  rook  the  corporate  .boatj  and  if  too  many  approvals  are 
required  before  an  idea  ean  bear  fruit,  the  probabilities  are  over- 
whelmingly against  itV°  This  view  that  small  eorporations  have  an 
advantage  because  big  ones  are  hideboimd  has  also  boon  developed  olso- 
wheroyl 
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See  Christopher  Layton,  European  Advanood  Teelmology, 
Maomillan,  London,  19G3. 

Antonie  T.  Knoppors,  "Transferring  Teohnology:  A Now 

Situation,"  Interplay,  2,  November  1968. 

Myron  Tribus,  "Applying  Soionoo  to  Industry— Why  Amoriea 
Falls  Behind,"  U.S.  News  ^ World  Report.  January  18,  1971,  p.  36. 

See  also  Soleoted  KcacLing  on  Science,  Teelmology  and  the  Eponoiiiy, 
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rir,  question  is  whether  tlio  United  States  mifiijt  someday  beeome 

dependent  on  foro.iKu  know-liow  i'or  military  tcehnology  or  production 

^^SiH^icnts  in  the  literature  fhat  this  is  Jhe' 

, Ithough  it  IS  conceivable  if  certain  types  of  industrial 
whPlT  should  be  transferred  entirely  outside  the  United  States 

fer  LTu  tccluiology  or  technology  transi 

rnL^L^'^'  l^.chnology  developers.  Jn  this  connection,  the  Tariff 

807  00  and’sHf  ^ imports  of  firms  utilizing  items 

ionf,  Schedules  found  tliat  during 

iweniJv^foUr  T r i'-ports  of  capacitors  inereaLd  , 

trinlcd  'inrl  six-.old,  electronic  memories  more  than 

SS  -cientifao  anstrim.euLs  doubled.  Tlic  Commission  found 

anrfuso?n,ro  ^ir^rait  parts  (primarily  wing  and  tail  assemblies 
and  fuselage  panels),  semiconductors,  aluminum  mill,  and  copper  mill 
products  ^iportcd  on  1909  under  Solicdule  806.30  aocounted  for  71  uer 
cent  of  the. total  value  of  all  806.30  imports.  An7f  Sesrerm-^ 
duo?"  some  way  contribute  to  tbe  military  and  Industrial  pro- 

ction  base,  the  Tariff  Commission  does  not  give  any  data  eomparijig 
the  proportion  of  imports  under  Schedules  807  and  800.30  to  thc^  ^ 

llXs 

a statStleS'^Li^voip  Operations  (CNO)  has  also  done 

annuS  renSi  dependency  on  foreign  sources  in  an 

4-1  ^ r.ifelines;  Imports  of  Essential  Mater-ini  s62 

does^Snt  out  not  cover  the  dynamics  of  the  situation,  'it 

does  point  out  on  which  items  we  arc  particularly  dependent. 

More  research  into  the  dependency  on  foreign  production  of 

militarily  significant  items  miglit 
develop  the  national  security  implications  further. 

Effects  on  National  Contiol  of  Information 

snbneei^^ot^M^  talking  about  technology,  but  the  general 

3 of  information"  also  sliould  be  mentioned  briefly.  This 
ranges  from  management  tecliniqucs  Lo  systems  analysis  as^a  defense 
management  tool.  The  Department  of  Defense  has  iLg  maL?ainerr 
program  to  assist  allies  in  tlic  development  of  their  own  capability 
for  modern  defense  analysis  and  management,  and  prcsiunably  1?  is 
not  beyond  the  hounds  of  ,.os=lbility“that  one  may  som^lay  sS  S- 
menf^fe  “^“tniation  with  the  Soviet  Union  about  defense  manage- 
menL  techniques.  Ihc  point  is  that  tlic  "software"  must  bo  included 
a ong  with  the  "hardware"  in  eonslderlng  tlic  general  subicct  of 
strategae  controls.  On  tliis  point,  too,  tliere  is  I'elatlveS  Jittle 

fuithcrrcferene^  national  security  implications.  Some 

teononde  iJrfare? 


n -f:  Tmi)orts  oT  Ussential  Materials.  Cliv-f  of 

^ al  Operat.ums  (CNO),  Department  of  the  Navy,  Washington,  D.C. 
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sensof'JlS^JIioJssarny  alandaSSr  i"'^<=Ui«onao 

eGonoinlo  data  plus  information  on  v general  politioal-military- 

tha  MNC  docs  luavc  a rSc--L^rwh?o^  Pol:Ltaoal  personalities.  Here 

of  tlie  literature.  There  is  of  oonrL  ^ Joveloped  in  any 

Gorporations  abroad  and  U.S  . ’embassies  ’espeSSirin^Sie''^' 
sections  'j'his  IQ  n +,,^  ,,  ’ Lbpeciaiiy  m tJie  commercial 

lodgeablc  businessmen, ^however  suggest- of  many  know- 
about  the  countries  in  wbioli  often  laiow  more 

goverirnent  aj^noa-cs  .St  whL?  operating  than  do  the  U.S. 

iates  around  tliG  world  do  ^°"taet.  Thus  MNC  affM- 

and  this  is  eS-niSS.  V r potential  "intelligence  asset" 

United  States  cuid  elLJheJr  operating  in  the 

sitivlty  to  corporate  iSntitv  S«^  S’  „ c considerable  sen- 

^h^SoSn?  tSe  ^Tc^SS^gSsiSoS  ":r=SySLS?Lities. 

Mfocts  On  Availability  of  Critical  Raw  Matorinis 

is  cur;onUy‘’g™"^"  rapSry'^^Jnd^ls'^f  nonasrioultural  raw  .alerlals 
estimate  a net  mineralSi  p^’t  M eoneern.  Some  projections 

(at  1970  dollar  values  DeparLeS'"of 

estimate  is  for  a gross  $16  billinn  of  Interior)  . A more  short-term 

Bureau  of  Mines)  ; simSarly  hidVest^mn 

all  in  contrast  with  $4  billion  net  and  SS  other  sources, 

imports  in  1970^^  billion  gross  of  mineral 

tho  ^ToiTtltollTforluTv^l^^  dapondonoo  of 

an  ostf.arod  i.p„rr  dfif  tolS"ff?11,|f5‘’S  Isfdlix™^ 

of  tliia‘'p^fr!'’althmph'^lt°fnol!^^^  ostijnatos  is  beyond  tho.  scope 

National  Co™isslon  oS  Matoria“s'VohSy°^t 

Ss  3^''’njn  1385  may  thus  he  in  tho 

h J-JU  billion  range  compired  with  $10  6 blllinn  in  107:> 

Assuming  appropriate  policies  with  ^^spLt  tj  SiSs  * 
researcli  and  development  of  substitute  processes  eon 

bin  I’ccyeling,  tlie  import  bill  might  be  $20 

billjon  or  less,  fstiaiates  in' tlio  uni  • ' 

resiilt  from  assiunptions  liiat  appear"  to  be  nmtuallC^'in 
consistent  or  unreasonableO'l  uiuaiiy  in- 


63  w.  ..  . T 

Report  of^l^Ffin^Ti^'l^^  Pnial 

Printing  Office.  Wash lugZ; JoVs TTsTcIJ^crnmcn t 
b'l  National  Coimnissiou  on  Materials  Policy,  cited,  pp.  9-21. 
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RoRarcIlcRs  of  chansinsi  tastes  and  consiunption  demand,  new  toch- 
•nological  developments,  and  mforeseen  marl<et  forees,  it  is  eertain 
tiiat  Die  United  States  will  be  liiglily  dependent  on  foreign  sourees 
for  tlie  mineral  iind  fuel  supplies  essential  to  modern  industry--and 
to  military  cajjability  and  national  seeurity  as  well.  Whatever 
methods  are  utilized  to  solve  the  bolanee  of  payments  problems  ae- 
cruing  from  tills  dopendenee  (see  tlio  diseusslon  of  MNC  eontributions 
to  the  U.S.  balance  of  payments  below,  under  Economic  Effects),  this 
dependency  has  major  national,  security  ramifications . 

In  the  iiarrow  military-capability  definition  of  seeurity,  the  ^ 
first  question  is  wlicliier  the  United  States  can  obtain,  in  time  of 
need,  raw  materials  in  sufficient  quantity  to  maintain  its  military 
arsenal.  Tlie  second  i^oiild  bo,  in  a broader,  econoinio  \\iarfarc  cate- 
gory of  seeurity,  whether  raw  material  supplies  essential  to  the 
orderly  operation  of  tlie  domestic  economy  will  bo  regularly  availaljlc 
or  whetlier  tliey  could  bo  arbitrarily  out  off,  causing  at  the  very 
least,  serious  sectoral  ooonomio  dislocation.  Tlie  third  is  a more 
general  question  of  wliother  tliere  will  bo  production  of  sufficient 
inorcmontal  quantities  of  raw  materials  to  provide  not  only  for  the 
U.S.  military  and  industrial  production  base,  but  simultaneously  for 
the  burgeoning  ^^;orldwido  demand  for  raw  materials,  so  that  harmful 
political  and  economic  competition  for  sources  can  be  avoided. 

Three  somewhat  distinct  althougli  overlapping  categories  of  raw 
material  shortage  can  be  discet'ned  for  the  United  States.  First 
and  most  critical  are  those  items  wliieh  are  unavailable  in  the  United 
States,  or  nearly  so,  and  v;hieh  have  almost  irreplaceable  application 
in  defense  and  other  technology — for  example,  i)latinujTi,  mercury,  and 
chromlujn. 


^ On  a second  level  would  bo  those  materials  which  are  available 
ii  a limited  quantity  iii  liio  United  States , have  vital  industrial 
applications  and  a laelc  of  ready  substitutes,  and  for  whieli  a sudden 
loss  of  foreign  supply  would  disrupt  the  U.S.  industrial  economy, 
even  though  available  domestic  supplies  could  be  wliolly  or  partly 
diverted  to  military  use  during  the  period  of  sliortage.  Included 
^ this  category  \^ould  bo  petroleum,  copper,  nielcel,  lead,  manganese, 
tungsten,  and  otliers.  . 


Ihc  third  level  of  shoi’tago  \\?oiLld  include  liioso  ra\^  materials 
of  \tfhieh  domestic  production  is  not  currently  economically  feasible 
or  desirable  in  siiif icioiit  quantitic?s,  primarily  because  domestic 
reserves  are  far  less  rioli  and  therefore  -far  more  costly  to  exploit 
them  foreign  reserves.  Tlie  lack  of  available  foreign  supplies  of 
tiiGSG  i^oocls  \^?ould  alfect  tlie  nationaJ.  SGcurxly  by  disrupting  pro- 
diiction  until  less  ooonoiiiie  domestic  exploitation  was  tooled  up 
and  Ijy  iiuiking  tlie  United  States  less  wealtliy  in  a real  income  sense. 
Items  in  tliis  category  eoidd  include  aluniiniun  (for  wlileli  forci<p> 
Ijauxite  for  refining  is  prefex'red  to  domestie  liigji-alumlna  sands) 
petroleum  (despil  e rising  OPIX  oil  ])rices , Mid-Eastern  oil  is  still 
more  eeonomical  tlian  exploitation  of  the  vast  U.S.  oil  sliale  and 
tar  sand  resources)  , copper,  and  iron  ore,  ujiiong  otliei’s. 
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^ TliGsc  broad  levels  of  nationnJ.  socurity  iinportancc  depend  on  one 
^portant  point;  there  are  probably  very  few,  if  any,  specif ie  items 
the  inventory  of  rrineral  and  fuel  raw  materials  whicli  arc  absolutely 
irreplaceable  by  si  bstitutes— if  the  added  costs  of  substitution  arc 
acGcptcd.  Lxaniplcs  abound  of  teclmological  substitution  born  of  neces- 
sity. A prime  example  is  the  Wori.d  War  II  developmenL*  of  butyl  rubber 
to  substitute  for  iiiaocessible  supplies  of  natural  rubber  after  tlie 
Japanese  captured  tlie  Malay  Peninsula.  Aiitarcliy,  however,  is  in  most 
conceivable  cases  an  uneconomic  national  policy,  in  that  it  theoreti- 
cally would  result  in  a less  than  optimal  final  production  and  con- 
sumption mix  from  a given  set  of  national  resource  inputs  than  tha'^ 
available  througli  trade.  Any  set  of  policies  requiring  raw  material 
liidependencc  regardless  of  cost  is  similarly  wasteful— although  pos- 
sxbly  desirable  from  tlie  narrowest  military  self  suffieiency  viewpoint^^ 

The  inevitably  inereased  U.S.  dependence  on  the  outside  world 
for  raw  materiia  inputs  and  its  concomitant  negative  national  security 
eiieets  lead  to  several  considerations  of  the  MNC's  effect  on  the 
availability  of  critical  raw  materials. 

It  is  obvious  that  a large  part  of  the  world’s  mineral  and  fuel 
wealth  is  located  in  poor,  sparsely  populated  imd/or  unc'erdeveloped 
regions--in  contrast  to  tlic  coal  and  oil  of  Pennsylvania  and  the  iron 
of  the  Rulir  and  the  English  raicUands,  wliich  are  politieilly  and  geo- 
graphically within  advanced  industrial/financlal  areas.  Tliere  is 
for  example,  the  copper  of  Cliile  and  Zambia,  the  oil  of  the  American 
Southwest  and  tlie  Arabian  peninsula,  tlie  diamonds  and  gold  of  South 
Africa,  the  platinum  of  Pdiodesia,  the  rubber  of  Malaysia, and  the 
bauxite  of  Jamaica,  Surinam  and  Australia. 

The  essential  characteristics  of  these  natural  resource  regions 
have  necessitated  inflows  of  investment  for  mineral  and  petroleum 
exploitation  from  the  develLpcd  industi-ial  regions.  Tliese  countries 
are  in  the  advanced  category  in  part  beeausc  of  an  initially  suitable 
mix  of  resource  endowment,  which  has  been  exhausted  or  outgrown. 

Raw  materials  investment  was  historically  carried  out  under 
various  politic^  lunbrellas— originally  under  a regime  of  colonial- 
ization  and  political  imperialism,  later  under  various  forms  of 
economic  penetration,  of  Iren  involving  substantial  although  informal 
control  of  supplier  areas.  In  the  past  several  decades,  as  the 
colonial,  era  ended  and  .Independence  came  to  virtually  ail  former 
colonies,  raw  materials  were  developed  and  financed  tiirough  the 
agency  of  muJ.tjjiatlonal  corporations  engaged  iji  minerals  and  petro- 
leum. Of  course,  tiirougli  all  periods  of  development  of  resources 


G5 

Sec  National  Commission  on  Materials  Policy,  pp.  9-23  to  9-26 
for  a discussion  of  raw  matcr.i.als  and  national  security.  Also  see  * 
Eeliu.Lt/.c , "J'he  I.conomic  Content  of  Nation.'i.l.  Hccur.Lty  Policy,"  cited, 
for  an  analys.Ls  of  raw  matiu'.ial  dc-jicndency  coin})leLc«ly  different  Irom 
the  assumptions  of  tliis  pajier. 
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in  the  less  developed  eoimtries,  most  of  the  investment  was  earried 
\ out  by  pi’ivate  eorporations — but  in  tbe  post-World  War  II  era  parti- 

cularly, tlie  various  multinational  firms  operating  on  their  own, 
witliout  the  formal  cover  of  political  control  of  tlie  resource  area 
by  tlieir  parent  states,  have  provided  development  of  new  raw  material 
supplies . 

Currently  a new  stage  of  natural  resource  development  can  be 
seen  evolving  tliroughout  tlie  world.  Tlie  LDC’s  have  in  many  instances 
decided  that  MNC’s  extract  more  benefits  from  their  mineral  or  fossil 
fuel  activities  than  they  provide  the  host  state — and  a round  of  ex- 
propriations, local  participation  requirements,  and  hard  bargaining 
for  the  lion's  share  of  the  profits  has  set  in.  Examples  arc  Chile, 
the  Andean  Paet  countries,  and  OPEC’s  relationships  with  MNC  investors 
in  theii"'  raw  material  resources.  The  difficulty  with  these  government- 
business  adversary  relationships  is  that  the  LHC's  cut  off  not  only 
outward  profit  repatriations  but  also  the  further  inward  flow  of  new 
business  investment  from  the  advanced  areas,  for  further  development 
of  their  resource  as  well  as  manufacturing  seetors--and  it  is  uncertain 
that  they  have  captured  enough  additional  current  profits  to  substitute 
home-generated  now  investments.  Unfortunately  this  half  of  the  equation 
is  often  overlooked  in  the  fervor  of  nationalism^^ 

The  questions  about  MNC  effects  on  availability  of  critical  raw 
materials  in  most  part  have  been  neglected  in  the  literature — which 
is  of  course  extensive  on  the  general  problem  of  investment  in  the 
developing  countries,  and  on  the  "energy  crisis"  aspects^^ 

A first  question  is  whether  MNC  activities  in  developing  raw 
material  resources  abroad  tend  to  unduly  increase  U.S.  dependeney  on 
foreign  raw  material  sources.  Tliat  is,  witliout  avenues  for  investment 
in  more  eeonomie  foreign  resource  deposits,  would  U.S.  corporations 
.'•ave  developed  less  rieli  domestic  deposits,  yielding  a greater  national 
self  suffieicney?  The  answer  hinges  in  part  on  the  nature  of  foreign 
direct  investment — does  it  displace  or  supplement  Investment  by  foreign 
owned  firms?  Further,  the  answer  relates  to  general  trade  policy — in 
• a. relatively  open  economy,  imfettered  by  protective  tariff  walls, 
foreign  raw  materials  would  liave  entered  tlie  U.S.  without  foreign 
direct  investment  by  U.S.  firms.  But  tlie  speed  of  development  of 
foreign  sources  probably  would  have  been  retarded  without  the  MNC's 
with  access  to  the  capital  tivailable  in  the  United  States. 


See  "Foreign  Trade  and  Foreign  Investment:  Hard  Choices  for 

Developing  Coimtries,"  pp.  23-42  in  Vernon,  An  AntlioJogy,  cited. 

See  James  E.  Alains,  "The  Oil  Crisis:  This  Time  the  Wolf  is 

Here,"  pp.  >102-4 'JO  in  Foreign  Affairs,  April  1073. 
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paymonts  basis,  however,  foreign  mineral  supply  by  U.S. -based  firms  is 
probably  i^reforablo.  Tlie  eorporation  profit:  eoniponent  of  tlie  world 
priee  will  acerue  to  tlie  U.S  baloriee  as  repatriated  earnings,  and  tlie 
capital  goods  used  for  resource  developinc'ut  will  more  lilcely  be  of  U.S. 
origin,  tlius  aiding  U.S.  exports.) 

Delicate  political  interaction  bct\vfoen  host  governments  and  MNC's, 
however,  has  become  a permanent  factor  with  which  to  reckon.  At  one 
level  it  has  eroded  tlic  possibilities  of  MNC's  engaging  in  intracorporate 
transfer  pricing  arrangements  that  permit  the  bulk  of  the  profit  b(^t\MC’cn 
extractive  cost  and  royalities,  and  the  world  price  to  be  rcali/icd  in  tlie 
United  States  raliier  than  in  tlie  LDC  producer  country,  subject  to  its 
t^cs  and  repatriation  restrictions.  The  LDC's  have  become  too  sophis- 
ticated to  be  satisfied  with  a small  slice  in  royalities  when  they  cem 
garner  most  of  the  pie;  and  at  this  time  the  economic  rents  appear  to 
acerue  in  large  part  to  the  LDC  governments  and  not  the  MNC’s  jiarcnt 
home  office  and  parent  country  balance  of  payments.  This  aspect  is 
fairly  well  presented  in  the  business  ^md  .economic  literature 

A second  level  of  political  interaction  has  to  do,  of  course,  with 
the  threat  and  reality  of  foreign  host  country  takeovers  and  rigid  new 
local  participation  requiroments.  Natural  resources  have  always  been 
considered  a unique  national  patx’imony,  and  the  participation  of  foreign 
MNC's  in  their  exploitation  is  increasingly  challenged  by  burgeoning 
national  prides  often  stimultitcd  by  demagogues  for  tlicir  own  purposes 
claiming  nco-eolonlal  exploitation  of  the  host  country.  As  noted  in 
Section  II,  tliere  is  a substantial  .literature  on  MNC-LDC  conflicts. 

In  this  environment,  the  niu3-tlnational  corporation  cannot  always 
be  considered  a secure  and  stable  supply  of  eritieal  raw  materials,  for 
its  investments  may  be  confiscated  and  its  establislicd  pattern  of  sliip- 
ments  to  tlie  United  States  disrupted  with  scant  prior  notice.  The 
problem  lies,  liowcver,  not  so  mueli  in  the  nature  of  the  MNC,  as  in  the 
irrationality  of  nationalism,  which  sometimes  overrides  economic  logic 
in  the  produetion  and  sale  of  resources  by  LDC’s  to  the  world  market. 

The  answer  to  tlie  question  of  secure  long-term  supply  of  raw 
material  inputs  to  tlie  United  States  therefore  lies  in  the  virtue 
of  alternative  resource  exploitation  arrangements.  Presumably,  in 
the  absence  of  irrational  motivations,  tlie  security  of  supply  v;ill 
hinge  upon  tlie  economic  advantages  accruing  to  tlie  supplier  state. 

If  multinational  corporations-  provide,  in  tlie  current  or  an  evolved 
relationship,  superior  advantages  to  tlie  liost  country-- through  ceo- 
nomie  development  st.unu.lat ion,  eontributions  of  private  dcvcloximent 
Ctipitiii. , education  oi  an  industrial  working  force,  balance  of  payments 


See  Christopher  Tugcndliat,  The  Multinationals.  Random  House . 
New  York,  l‘J72. 
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r.nterprise:  Organ i/a l ion  and  r inanee,  Amer  ican 

and  Sidney  M.  Ivoblijns  and  Ikiberl  ii.  Stobaii}’,li , 
r.nierpr  iiio:  A Study  in  Pinaiu‘ial.  I’oliey , 1 ku; :i e 


Strategy  of  Multinational 
KJsev.i.er,  New  York,  1070, 
Monc»v  ill  I he  Miil  1 inat  ion •vl 
Huolai,  New  York,  i'.iVll 
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gains,  and  tlio  like— tlion  Liio  current  rolntionship  wij.l  be  eontinued 
anu  MNC  raw  inateritil  exploitation  will  provide  the  United  States  a 
seeure  supply. 


Other  exploitation  arrangements  than  those  involving  the  MNC- 
host  eoimtry  relationship  may  bo  more  oondneivo  to  a seeure,  long- 
term souree  of  supply.  70  cjo,j,p  e^^ses,  tlio  extra  cost  to  a major 
ajnportang  ooiuitry,  such  as  tlic  United  States,  may  bo  warrajitod  by  tbo 
I’cliabillL-y . Tbe  current  Japanese  overtures  and  agrcoinonts  with 
the  Arabian  peninsiila  oil-produeers  to  provide  major  capital  invoslinont 
xn  non-oil  industries  in  excliango  for  long-terni  potroleiun  supply  oon- 
, oossions  arc  a case  in  ))oint,  us  is  the  discussion  of  joint  U.S.- 
Japanoso  do^•elopnlcnt  of  Siberian  resources.  U.S.  efforts  to  develop 
a spoc.ial  relationsliip"  with  Iran  arc  another.  Tlioso  extra  expenses 
oonoossions  and  national  political  involvement  may  seem  partieulai’ly 
necessary  for'  tlio  Japiuiese,  v^ith  tliolr  absolute  domestic  sliortage  of 
alternative  petroleum  sources. 


Other  nation-to-nation  agreements  and  understandings  may  be 
apirropriatc  to  tlie  United  States  as  well— but  this  field  has  only 
liesitatingly  been  explored,  and  detailed  analyses  are  lacking  71  on 
the  general  topic  of  relationships  of  MNC’s  with  the  LDC  raw  material 
producer  states,  tire  tv^o  major  viewpoints  are  represented  by  Jack 
Dchrman,  ^ who  is  oriented  to  continued  presence  of  MNC’s  adapted  to 
changing  in'/estment  eJ.imaLes;  and  irom  Albert  0.  llirschman,^'^  a 
proponent  of  LDC  divestment  of  resource-exploiting  foreign ’firms . 


'nic  entire  problem,  liowcver,  seems  to  require  lenglliier  study, 
foeusing  on  tlio  national  seeurity  importance  of  resources  and  the 
special  role  and  problems  of  the  MNC.  A prelijninary  conclusion  would 
oe  tliat  there  is  little  in  tlie  involvement  of  MNC’s  in  supplying  raw 


ro.i.viv,-  RolJinson  lias  written  on  this  topic  in  "The  Developinfr 

and  the  Multimitional  Corporation,"  The  MuJti-^ 
pt3  onal  Coiqioratiori , The  Annals  of  the  American  Academy  of“Political 
and  Social  Seionee,  Vol.  403,  Soptenibor  1972.  luiiLicai 

71 


9-18. 


National  Commission  on  Matci'ials  Policy,  cited,  pp.  9-11  to 


1971  business  and  Governments.  MeGraw-lIUl 

VT  IiiLiirnational  Development:  Piuiacea  or  Pitfall'?"  in  hookim’ 

TUinad,  Novoinber-Doeeinber  1970.  


4 • 1 ^^vest  in  Latin  America  and  Why,"  Lssay  . Tnter- 
m|1x.nnaU:inanee  No.  7G,  International  Iinanee  Seetimi,  Departme^T?^ 
Lconom.ies,  Princeton  University,  Princeton,  N.  J.,  November  19G9. 


T.  Wells,  Jr.,  "Tlie  Multinational  business 
Lnlci  j)i  i.,e.  \.]iat  Kind  oi  Intei’iiational  Organization,"  p;i,  'J7-lli|.  in 

‘kiseiili  S.  Nye,  Jr.  (.lids.)  Transnational  Relations 
^nd  horld  1 ol.-ijmes , llarvai’d  University  Press,  Camliridve  1972 


''  • * 


materials  wliich  is  delotorious  to  U.S.  national  security  and  some 
that  arc  liclpful.  But  the  key  question  may  bo  that  of  U.S.  dependenee 
on  foreiijn  sourcing  whicli  would  require  major  study  and  in-depth 
analyses  of  available  materials  beyond  the  scope  of  this  survey. 
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II.  Tiic  POLITICAL  nrrncTS  or  multinational  corpoi^tions 

The  degree  to  which  MNC's  are  a source  of  eonflict  or  stability 
in  tlie  international  system  is  one  of  the  major  researcli  topics 
emphasized  by  the  academic  community.  This  is  affirmed  by  llie  fact 
that  the  Foreign  Policy  Research  Institute's  annotated  bibliograpiiy , 
"Multinational  Corporation— Nation-State  Interaction,"  lists  714 
items  in  tlie  broad  area!  ^'ory  few  of  tliein,  hov\?ever,  concern 
^'national  security,"  so  tliat  the  interaction  is  indirect  via  thl^ 
effect  on  political  attitudes  and  potential  frictions’. 

A.  MNC's  as  Sources  of  Conflict 

1.  Conflicts  Between  the  MNC  and  the  Nation-State 

Those  can  be  divided  into  concerns  and  problems  of  the  host 
country  on  .the  one  hand,  and  of  tlie  "home"  country  on  the  other. 

The  literature  generally  distinguishes  betv^;een  the  advanced  or 
industrialized  liost  cruntries  such  as  Canada,  Western  Europe  and 
Japan,  and  the  developing  or  third  world  countries.  (It  should  bo 
noted  in  passing  that  as  of  1971,  U.S.  direct  investment  overseas 
was  divided  roughly  three-tenths  in  Canada,  slightly  more  in  Western 
Europe,  one-fifth  in  Latin  Amor  lea,  and  one-fifth  in  tiie  remainder 
of  the  world.  Only  two  percent  of  all  U.S.  direct  investment  is  in 
Japan.) I 

Sinoe  the  research  in  these  areas  is  often  overlapping,  it  is 
useful  to  review  it  as  a v>/hole,  in  terms  of  the  major  centers  of 
research. 

M.I.T.  scholars  were  among  the  pioneers  in  the  area  of  MNC 
researcli,  notably  Professors  Kindlobergcr^  and  Robinson^  witli  an 
initial  emphasis  on  the  business  management  aspects  of  MNC-liost 
country  relations,  and  general  eoonomie  development. 


^ "U.S.  Direct  Investments  Abroad  in  1971,"  pp.  21-34  in 

.Survey  of  Current  Gusiness-  U.S.  Department  of  Commerce.  November 
1972. 

2 See  Cliarles  P.  Kindlcbergcr , Editor,  American  Business 
Abroad:  Six  Lectures  on  Direct  Investment.,  Yale  University  Press, 

New  haven,  1909,  and  The  Internal-ional  Corporation:  A Symposium.’ 

The  M.I.T.  PresSi  Cambridge,  Mass.,  1970. 

^ See  Richard  D.  Robinson,  International  Dusincss  Policy. 
lIoLt,  Rhinehart  S:  Winston,  New  York,  N.Y.  , 1904. 

''  Sec  W.  W.  Rostow,  The  Stages  oP  Economic  Crowtli.  Cambridge 
University  Press,  Cambridge,  Lreat  DriLain,  1901. 
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prolific  research  project  has  been  the  Ifarvard 
Business  School  multinational  corporation  project  under  the 
general  direction  of  Raymond  Vernon  with  tlie  lielp  of  Robert  B 
Stobaugh  and  otliers.  Under  the  first  pliase  of  the  study,  lon- 
centrating  on  the  operations  of  U.S. -based  MNC’s,  at  loLt  a 

a summary  volume, 

two  do^cn  Ih.D.  dissertations,  nearly  100  articles,  plus  numerc  ,s 
working  papers  and  data  compilations  liave  been  issued.  Althoiien 
Vernon  himsell  has  concentrated  most  recently  on  tlie  conflict  ^ 
between  the  MNC  and  host  country  sovereignty^  other  seetojs  of  tlie 
researeli  liave  eovered  both  the  business  management  problems  posed 

eonsiderable  eeonometrie  work,  as  well  as  the 
tion^  ^ representative  sample  of  U.S.  eorpora- 

Professor  Jaek  Behrman,  formerly  Assistant  Seeretary  of 
Commerce,  has  had  a small  rescareli  project  underway  at  the 

1^'^book oliiia  of  whieli  he  is  the  prLeipal  researelier 
Ilis^book,  ^^-^onal  Interests  and  the  Multinational  Enternrise  ^ 

NoSrA^i  indieated  by  the  sub titlT '"Tensions  Among  the 

rth  Atlcntie  Countries."  It  is  noteworthy  that  Behrman  touches 

passing  and  tends  to  equate  it  witli 
national  eoonomie  control.  His  research,  like  that  of  most  other 
writers,  tends  to  identify  sueli  "sore  spots"  as  size  fciant-isml 
coneentration  in  sensitive  industi--y  sectors  and  products  competitive 
behavior,  obstacles  to  national  ceonomie  planning,  preemption^of 

of^ea^itarn“^  ^ particular,  the  destabilizing  effect 

of  capital  flows  and  banking  and  financing  developments  such  as 
the  Euro-dollar  market,  which  arc  not  under  effective  national 
Dohrman’s  quotation  of  objections  raised  by  European 
leaders  such  as  Franz  Josef  Strauss  and  Prime  Minister  Pompidou 
confirm  that  the  range  of  objections  during  the  latrsixHes  mostlv 
eoneerned  alleged  "colonization"  of  Europe,  or  eertai^kS  LetoJs 

tha^seeurSt^?''^^  political  and  economic  rathe^ 


York,  N.?n  Vernon,  Sovereignty  at  Ba^,  Basic  Books,  New 

^ Jaek  Behrman,  National  Interests  and  the  Multinational 

Ei-terprisc,  Irentiee-llall , Englewood  Cliiis,  New  Jersey,  197o7 

"Mnl  interesting  banker's  view  of  this  last  topic,  see 

Multinational  Enterprises,"  a presentation  at  a colloquium 

Jime'w73,\"/i8lf““*  .Qimrtorly_Jlum^,  VoluinJlS, 
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The  Nt^w  York  Univorsily  CrndunLo  Soliool  of  nusinoss  AdminastrnMnn 
also  has  a broad  rcscaroh  program  on  "Tlio  Mul Irlnational  rinn  in  tlio 
U.S.  and  World  I.oonomy,"  (\diicli  has  inoluc’^d  some  ooo])crativc  rosoar''h 
with  lI-PA’s  Contcr  for  Multinational  Studios  in  Waslnhigton)  . 8 At 
NYU,  Professor  Jolin  Fayorweatiior  has  dona  a ooinprolionsivo  study  of 
attitudes  toward  foreign  investinont  in  Canada  and  some  Puropoan 
countries,  Jean  IJoddewyn  is  doing  extensive  rosoaroli  on  similar 
attitudes  in  Western  Puro))e,  partioularly  in  Belgium,  and  numerous 
studies  of  the  eoonomio  effeots  of  MNC ' s have  been  undertaken  by 
faeulty  members  and  graduate  students.  > 

The  University  of  Pennsylvania  also  has  undertaken  a major 
projeot  at  tlie  Multinational  Enterprise  Unit  of  the  Wharton  Sehool 
of  Finanee.  This  project  is  under  the  direotlon  of  Professor 
Howard  Perlmuttor,  who  has  oontributed  a number  of  articles  to 
various  scholarly  quarterlies.  It  is  understood  that  tliis  research 
is  currently  contemplated  to  include  an  extensive  series  of  inter- 
views with  business  loaders  to  determine  liow  tlioy  would  react  to 
various  nation-state  - MNC  oonflict  situations,  but  publication 
plans  are  not  yet  known. 

Tlie  For_oign  Policy  Rosearcli  Institute  in  Philadelphia  (no  longer 
affiliated  witii  the  University  of  Pennsylvania)  under  the  dirootion 
of  William  Kintnor,  has  published  the  oomproliensivo  bibl  iograpliy 
previously  noted  and  a number  of  scholarly  articles.  The  Institute's 
ongoing  rosoaroli  will  look  at  particular  conflicts  surrounding  MNC 
activities  in  both  host  and  homo  countries.  It  is  possible  that  a 
number  of  "national  security"  implications  may  be  developed  in  tlie 
FPRI  and  Wharton  projects. 

The  above  listed  rosoaroli  oentersTO  are  of  course  also  spawn- 
ing a eousidorable  body  ^f  Ph.D.  theses,  and  the  subject  of  MNC- 
host  country  relations  and  conflicts,  ospeoially  in  the  developing 


® Examples  are  the  two  Center  Oooasional  Papers  by  Professor 
• Robert  Hawkins  cited  elsewhere  in  this  paper. 

^ fptoign  Tnve^stment  in  Canada;  Prnsppcis  for  National  Policy, 

International  Arts  and  Sciences  Press,  WiiiLe  Plains,  New  Vork~1973 
with  a summary  printed  in  MSU  lUisiness  Topics.  Winter  1973.  ' * 

TO  The  list  is  by  no  moans  inclusive;  other  centers  of  a<^tivity 
are  the  University  of  Chicago  and  UCLA  Business  School  of  the 
Econcmics  Department;  but  these  have  so  far  been  more  oriented  to\\;ards 
the  Jnisiness  and  eoonomics-f inance  area. 
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1 *1  ' 
coujitrxGS  has  boon  a popular  student  topic.  The  gcjicral  subieet  t 

of  "devclopincjit  economics,"  whicli  was  popular  with  a generation  of 

graduate  students  in  tlie  fifties  and  sixties,  has  now  shifted  more 

into  the  MNC  area;  ;md  tliero  will  be  no  dearth  of  research  in  this  ll 

general  area,  albeit  of  uneven  cjuality  and  varying  scope. 

A prineipal  issue  is  the  role  of  foreign  investors  in  the  | 

extractive  industries  (minerals,  petroleum,  etc.)  i]i  the  less  | 

developed  eoun tries.  Here  a body  of  thought  has  developed  to  ti>e  ll 

effeet  that  the  developed  countries  and  tlieir  multinational  investors 
have  been,  in  effect,  robbing  the  less  developed  countries  of  their 
only  signifieant  natural  resourees  on  unfair  terms.  This  is,  of 
course,  tlie  battle  ery  of  nationalist  sentiment  throughout  mueh  of 
Latin  Ameriea  and  has  been  liie  prineipal  cause  of  numerous  iiivest- 
ment  disputes.  (It  should  be  noted  here  that  the  State  Department 
has  Gcmpiled  a useful  listing  of  expropriations  involving  U.S.  firms.) 12  j 

A leading  aeademie  proponent  of  "divestment"  of  foreign  direct  J 

investment  in  the  developing  countries  in  the  long-range  interest  of 
both  host  and  home  countries  lias  been  Albert  llirsliman  of  Prineeton.  i 

His  monograph  on  the  subjectl^  has  been  answered  by,  among  others,  ! 

Jack  Bchrman  in  a paper  issued  by  the  National  Planning  Association.  1*^  i 

In  summary,  the  LDC  host  eountry  concerns  are  well  documented  ; 

in  the  literature.  One  possible  research  project  would  be  a detailed 
review  of  the  xiterature,  and  par tieularly  the  surveys  of  opinion,  to 


11  See  Rao  & Shakun,  A Normative  Model  for  Negotiations  Between 

the  Multinational  Corporation  and  tlic.  Host  Government,  New  York 
University  Graduate  School  of  Business  Administratioi  Working  Paper, 
October  1972,  and  D.  W.  Zink,  Tlie  Politieal  Risl\s  of  Multinational 
Enterprise:  A Study  of  U.S.  Direet  Investment  in  Lesser  Developed 

Countries  W:ith  Partieular  Referenee  to  Peru,  Ph.D.  Dissertation, 
University  of  Pennsylvania,  1971,  now  publislied  by  Praeger,  1973, 
cited. 

12  Office  of  Economic  Researeli  and  Analysis,  Bureau  of 

• IntelUgenee  and  Researeli,  Nationalization.  Expropriation  and  Other 
Takeovers  of  United  States  dnd  Certain  rorn~f:’:n  Property  Since  1960, 
RllCS-l'l , U.S.  Department  of  Slate,  November  30,  1971.  An  updated 
listing  is  eurrently  in  preparation  but  the  date  of  availability  is 
not  yet  loiown. 

13  Albert  llirsehman,  eited  in  Section  I-D. 


l^^  Jack  Bchrman,  Looking  Ahead  artiele,  cited  in  Section  I-D. 
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try  to'  determine  tlie  extent  to  which  security  considerations, 
not  overtly  idcntiJ'icd  as  siicli,niay  bo  implicitly  involved  in  many 
concerns  expressed  aljout  loss  of  economic  control,  tlic  issue  of 
corporate  power  versus  national  sovereignty  control,  tlie  question 
of  transferring  resources  from  LDC's,  and  alleged  unfair  tax  and 
transfer  pricing  i)ractices.  The  purpose  would  bo  to  determine 
whether  tlie  concept  of  "eollcetive  seeurity,"  or  some  modified 
version,  could  influence  political  tliinking  along  more  positive 
lines  in  terms  of  a community  of  interest  bet\^?cen  liost  and  liome 
countries.  > 


Turning  new  to  the  home  country  concerns,  the  principal 
objection  appears  to  be  the  ability  of  an  MNC  to  escape  regulation. 
Most  of  tiic  concern  in  tills  area  is  cither  economic,  e.g.  , alleged 
"export  of  jobs,"  or  loss  of  tax  revenue,  ns  dealt  with  in  Section 
III,  or  involves  the  question  of  extraterritorial  application  of 
home  country  laws  to  overseas  affiliates,  discussed  below.  As 
noted  in  Section  I,  there  are  some  national  security  risks  (as  well 
as  gains)  from  the  dispersion  of  production  facilities  abroad. 

Raymond  Vernon  notes  that  these  do  "raise  questions  about  the 
internal  sufficiency  of  the  American  hidustrial  complex,"  but  that 
"they  are  not  very  serious  questions,"  in  his  view.JLS  Countries 
such  as  Britain  and  Sweden  (which  arc  host,  as  well  as  home  countries) 
have  produced  some  research  on  the  home  country  perspective,  but 
these  have  focused  more  on  the  economic  aspects  rather  than  on 
political  security. 

The  problems  dealt  with  in  the  foregoing  section  suggest  that 
the  MNC  - nation-state  conflicts  are  primarily  problems  for  host 
governments  and,  from  a management  standpoint  for  the  MNC's  them- 
selves. However,  to  the  extent  that  such  liost-country  problems  as 
nationalism- induced  expi  jpriation  or  discriml)iatory  treatment 
significantly  cut  back  the  liome  country's  access  to  resources  and 
the  balance  of  payments  ineomc  from  foreign  hivestments , then  its 
economic  posture,  and  at  least  indirectly  its  national  seeurity, 
may  suffer,  as  discussed  in  Section  III.  This  is  especially  true 
for  the  United  States. 


16  "Multinational  fnterprisds  and  National  Security"  in 
An  Antlioloew.  cited,  p.  103. 

16  Professor  dolin  Dunning  (Tlu^  Multinational  Enterprise, 
Praeger,  New  York,  1971)  is  one  of  Ih'itain's  most  prolific  MNC 
writers;  oilier  UK  reJerenees  arc  given  in  the  NPA  Uritisli-Nor tla 
American  Committee  bibliography  (cited)  United  Kingdom  section, 
wliicli  notes  that  there  are  relatively  few  government  studies  and 
proposals.  The  Swedish  Covernment , liowcn'cr,  is  uiulerstood  to  be 
studying  MNC's  (■■ffect.s  on  Swi’dc'n's  economy  and  national  interests, 
both  i'rom  Llie  liost  and  "home"  country  standjjoijit , via  an  intcr- 
niijiis Lerial  working  group. 
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2,  ConJ’liots  notwpen  Most  nnd  Home  Countries 

Here  NNC's  themselves  are  involved  less  as  prime  aetors 
than  instruments,  sometimes  ns  quite  iimoeoit  bystanders  in  a elash 
of  national  polieies.  The  elassie  ease  of  such  conflict  involves 
attempt  by  a homo  coinitry  to  extend  its  valid  jurisdiction 
over  its  own  corporations  to  tlieir  overseas  operations,  amounting 
sometimes  to  claims  of  extraterritorial  jurisdiction. 

Highly  publioizod  oases  have  arisen  with  Canada  and  other  ^ 
countries  over  U.S.  insistence  that  foreign-based  affiliates  of 
its  corporations  must  comply  witii  U.S.  strategic  trade  controls 
vis-a-vis  China,  Russia  or  Cuba,  or  tliat  because  of  their  only 
liypoLhetically  oompetitive  U.S.  activities,  tiio  U.S.  dustieo  Depart- 
ment would  oppose  mergers  between  two  Swiss  firms  on  antitrust 
grounds.  There  are  also  interstate  conflicts  over  taxation  policy, 
ameliorated,  however,  by  a network  of  double  taxation  treaties  or 
convejitions.  And  an  emerging  area  may  be  environmental  and  con- 
sumer protection  controls — on  wliich.  some  useful  research  has  been 
done  by  Professor  Ingo  U'altcr  of  Now  York  University . 

There  is  an  enormous  body  of  literature  dealing  with  the 
"extraterritoriality"  problem,  mucli  of  it  understandably  by 
lav;yors.  Georgetown  University’s  Journal,  Lav;  and  Policy  in 
International  Business , has  been  a forum  for  many  articles  in 
this  field.  Ujie  of  the  best  is  tliat  by  Seymour  >7.  Rulsin.lS  Rubin 
agrees  to  the  need  for  some  consultative  mechanisms,  but  casts 
doubt  on  tlie  feasibility  or  desirability  of  international  rules  or 
codes  sueli  as  tliosc  advocated  by  Professors  Charles  Kindleberger  and 
Paul  Goldberg. Professor  Stobaugh  of  Harvard  has  also  issued  a 
proposal  in  tliis  regard,  published  as  an  NYU  Worl<ing  Paper:  "A 

Proposal  to  Facilitate  International  Trade  in  Manag.jment  and 

Technology. "20 


17  Ingo  Walter,  Fuivironmental  Control  nnd  Consumer  Protection, 
Oeeasional  Paper  No.  2,  Center  for  Multinational  Studies,  June  1972. 

18  "Multinational  Enterprise  and  National  Sovereignty:  A 

Skeptic’s  Analysis,"  I,aw  and  icy  in  Internatioiial  lUisiness, 

Volume  III,  No.  1,  1971. 

1^  "Toward  a GATT  for  Investment:  A Proposal  for  Supervision 

of  tlie  International  Corporation,"  Law  and  Policy  in  International 
Husiness,  Volume  II,  No.  2,  1970. 

20  New  York  University  Graduate  School  of  Business  Administra- 
tion, Working  I’aper  series,  summer  1973. 
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with  its  allies  would  be  subjeet  to  major  strain.  This  area  is, 
therefore,  dealt  witli  separately  in  Seetion  III.D. 

A more  serious  etUise  of  eonfliet  between  the  liost  and  home 
country  eoneerns  the  ti'eatment  of  eorporate  eitizens  doing  business 
abroad  in  terms  of  expropriation,  nationalization,  and  diserimina- 
tory  treatment,  and  retaliatory  measures  sueh  as  denial  of  aid  or 
trade  eonc:essions.  There  is  a substantial  body  of  researcli  and 
writing  on  this  broad  area  going  baek  to  the  days  of  "gunboat 
diplomaey"  find  "eoneessions."^^  And  here  there  may  be  botli  direct 
and  indirect  eonsequenees  for  national  security.  An  example  of 
the  former  is  the  effect  of  expropriations  on  the  U.S.  sonreing 
of  vital  raw  materials,  already  noted,  or  loss  of  military  base 
rights  as  a result  of  investment  disputes. 

The  indirect  effects  may  be  either  eeonomie , e.g. , a decrease 
in  the  investment  base  from  which  income  important  to  the  national 
economy  is  derived,  or  political,  namely  tliat  U.S.  security  ean  be 
afleeted  by  major  eonlliets  with  key  allies,  or  strategxe  countries 
sueh  as  the  Middle  East,  over  investment  disputes.  To  the  extent 
that  threatened  loss  of  a major  asset  overseas,  sueli  ns  oil  aeeess, 
might  load  to  military  intervention,  other  larger  powers  might  also 
intervene,  threatening  serious  military  eonfliet.  The  Suez  Canal 
seizure  is  a classic  case  in  point. 

Recent  actions  by  Chile  in  nationalizing  both  the  copper 
industry  and  certain  ITT  subsidiaries  are  also  illustrative  of  the 
problem.  This  area  has  been  the  subjeet  of  important  congressional 
hearings  and  promises  to  feature  in  several  more,  notably  those  of 
the  Subcommittee  on  Multinational  Corporations  of  the  Senate  Foreign 
Relations  Committee,  healed  by  Senator  frank  Chureh  ()). -Idaho)  . 23 
One  of  the  areas  which  t ie  Chureli  Subeemmittee  is  considering  is 
whether  "tliere  is  a eoincidenee  of  interest  between  the  U.S.  MNC 
and  U.S.  foreign  policy  objectives  in  selected  key  areas  of  the 
world."  It  will  not  be  surprising  if  the  business  community 
answers  the  question  aii irmatively , while  the  erities  of  interven- 
i;ionism  ehallenge  this  premise. 


22  Marjorie  M.  Uliiteman,  Assistant  to  the  Legal  Advisor, 

U.S.  Department  of  State,  "Damages  in  International  Law,"  Vol.  Ill, 
U.S.  Government  Printing  Office,  Washington,  lOMB;  Jolm  T.  Mareus , 
Mareus  Nadler  and  Harry  C.  Sauvqin,  Aiiieriea's  Experlenee  as  a 
Creditor  Nat  ion,  Prentiee-llall , New  York,  1937. 

23  report  on  the  first  phase  of  the  Subeominittee  on  Multi- 
national Corporations'  inquiry,  entitled  The  International  Telephone 

Cniim^  and  Chile,  1^'70-71  (CJ-O,  Washington,  D.C.)  was" 
i:'.suc(l  lIliiic  tr!l,  i‘)73.  JTT's  aJlegv'd  effort  to  invoi  ve  CIA  suggests 
some  jiotent.ial  national  setuirify  interaction,  altliongh  moi’c  about 
the  character  of  the  regime  than  the  speeil'ic  investment  dispute. 

ph 

• r /•  Senator  1 rank  (.hureh  l^efore  the  Ihisiness  I’inanc- 

nng  Conlerenee,  New  York  City,  Dceeinber  S,  l'J72. 
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too  can  easily  write  a "eonfliet  seenario"  in  whicli  the 
politiea]  feeclljnek  from  investment  disputes  adds  to  xenopliobia 
and  nationalistie  feelings  in  an  LDC , and  produces  a eorrespond- 
i>ig  pjlitieal  reaetion  in  the  eountry  wliose  investments  liave  been 
se.izcG  or  unfairly  treated,  with  a consequent  rise  in  political 
tension.  But  while  national  security  might  be  indirectly  affected 
by  political  tensions,  tlie  days  of  solving  sucli  conflicts  by 
military  operations  appear  to  bo  over.  In  any  ease,  tliese  problems 
have  existed  for  a long  time;  and  eould  exist  with  any  direct  in- 
vestment, regardless  of  the  institution  of  the  multinational  ^ 
corporation.  It  can  be  argued,  of  course,  that  such  disputes  and 
tensions  are  fertile  ground  in  whieli  ideological  opponents  ean 
seek  political  advantage.  For  example,  the  World  Federation  of 
Trade  Unions,  wliieh  is  sometimes  regarded  as  eommunist-inspired , 
if  not  dominated,  lield  a conference  in  Santiago  in  the  spring  of 
1973  which  sought  to  capitalize  on  the  "MNC"  issue  and  develop 
sentiment  for  undermijiing  and  limiting  it. 

These  political  xenophobic  problems  are,  of  course,  not 
exclusive  to  the  developing  countries,  but  arc  familiar  issues  in 
the  literature  eoneerning  investment  in  Europe,  Canada,  and  more 
recently,  Australia,  ilapan's  inhospitality  tov.’ard  foreign  direct 
investment  is  well  known;  and  wliilc  now  somewhat  more  liberal, 
tlierc  is  still  a basic  asymmetry  vis-a-vis  inward  and  outward ’in- 
vestment. Prompted,  in  part,  by  the  example  of  Canada  (whieh  has 
had  an  endemie  resentment  against  the  high  degree  of  control  of  her 
economy  ^ excre ised  by  foreign,  mostly  Amerieaji,  ijivestors)  , 
Australia's  Senate  recently  issued  a report.  2?^  Canada  lias ’held 
not  one,  but  five  major  surveys  by  task  forces  or  eommittces  on 
their  own  problem,  whieh  is  concerned  less  with  the  MNC  per  se 
than  with  direct  investment  in  their  eountry,  and  their  o^r'^1 
eeonomie  relations  with  the  United  States. 20  Sweden,  as  noted 
earlier,  also  has  an  inqv^iry  underway.  Britain  (whieh  is  botli  a 
host  and  a home  eountry  for  foreign  investment)  has  had  at  least 
quasi-oifieial  inquiries,  quite  apart  from  many  aeademie  studies. 


Report  of  the  Australia)!  Select  Committ  .e  on  Foreign 
Ownersliip  and  Control,  prepared  prior  to  tlie  passage  of  tlie  Companies 
(Foreign  Take-overs)  Aet,  No.  13'1,  November  2,  1972,  Canberra,  1972. 

26  These  are  the  Watkins  Task  Force,  Foreign  Ownership  and  the 
of  Canadian  Industry,  Ottawa;  Queen's  ]*rinter,  ].90H;  the 
Walin  Committee  ("Eleventh  Report  of  tlie  Parliamentary  Standing 
Committee  on  l.xternal  A1  fairs  and  National  Dei'ense"  Ottawa:  Queen's 

Printer,  1970);  ihe  (iray  Task  Force:  l*orei'’;n  Uirect  Tnvestinent  in 

pinada,  Ottawa:  Information  Canada,  1972,  and  two  investio-.i tions 

by  the  Ontario  Provincial  Governmeut  (Report  of  the  Interdepartmental 
Jask  ] oree  on  Foreign  .Investment,  Toronto,  November  197.1,  and  Pre- 
liminary Report  ol  the  Select  Committc-e  on  Economic  and  Cu]  tura] 
Nationalism,  Toronto,  Mareli  1972. 


as  have  many  if  not  most  of  tlic  governments  of  Europe,  along 
with  the  EEC  itself  and  the  OECD. 27 

B.  MNC's  as  Soiireos  of  Stability 


The  otlier  side  of  the  coin  of  international  eonflict  3S  that 
of  eontrihutions  to  stability,  for  example,  through  the  eeonomie 
development  of  LDC's.  A very  substajitial  amount  of  researeli  has 
been  done  on  the  development  aspeet--the  1960's  abound  with  both 
aeademie  and  congressional  studies  of  the  role  of  private  invedt- 
ment  in  development . 28  a good  survey  article  is  that  by  Professor 
Riehard  D.  Robinson,  "The  Developing  Countries,  Development  and 

the  Multinational  Corporation. "^0 

Numerous  of  the  other  researeh  eon  tors  and  autliors  eited  liave 
contributed  in  this  area,  and  a good  bibliography  is  contained  in 
the  FPRI  review  of  the  literature.  The  Columbia  Journal  of  World 
Business  has  a number  of  articles,  and  both  the  Harvard  and  NYU 
projects  are  engaged  in  a variety  of  seliolarly  explorations  of 
the  impact  of  direct  investnu^nt  and  the  MNC  on  growth  in  the  loss 
developed  oountries  and  a substantial  body  of  writings  exists  on 
their  effects  in  developed  oountries,  both  pro  and  eon. 

To  the  extent  that  the  multinational  enterprise  and  its 
assets  suoh  as  capital,  technology,  know-hov;,  and  marketing  ean 
improve  the  quality  and  quantity  of  economic  development  in  the 
most  oost-effoetive  (although  not  always  the  most  politically 
aeceptablo)  manner,  it  is  surely  a contribution  to  general  inter- 
national stability,  and  presumptively  at  least,  to  international 


27  The  issue  of  the  MNC  and  U.S.  investment  in  Europe  is 
widely  regarded  as  having  been  raised  by  Jean  dacques  Servan- 
Sehreiber  ni  The  American  ChallencTo  (1967)  but  this  was  preceded 

by  works  entitled:  The  American  Invasion  by  William  Franeis  (1962) , 

The  Amerieani/.atiou  of  Euroiie  by  Edward  MeCreary  (196B)  , and  followed 
by  The  AmeivLcau  Takeover  of  ifritain  by  McMillin  and  Harris  (1968)  . 

And  those,  in  turn,  go  back  to  the  early  years  of  this  century 
when  F.A.  McKenzie's  The  Aueriea]i  Invaders  and  William  Stead's  The 
Americanization  of  the  World,  both  published  in  1902,  first  raised 
the  nationalist  flog  against  Aneriean  overseas  investment.  In 
short,  there  is  a definite  cyclical  aspect  to  the  literature  on  this 
subject. 

28  SoG  tlie  Williams  Commission  Report,  eited-,  Volume  IT,  Part 
III,  Chapter  11,  and  Partners  in  Development,  Report  of  tlic  Commission 
on  International  Development,  1, ester  B.  I'earson,  Cliairman,  Praeger, 
]969,  Cluipter  S.  Also  Peter  Ady , ed.,  Private;  Foreign  Investment  and 
the  Dc.’ve.1  Piling  World,  Pr aege r , 1 9 7 1 . 


29  In  Tlie  Annals,  cited,  pp.  67-79. 
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pence.  ^ Tlicre  is,  however,  a significant  amount  of  writing 
which  takes  a highly  critical  view,  emanating  both  from  academic 
sources  in  tlic  industrialized  countries  and  from  tlic  less  developed 
countries  themselves,  as  well  as  various  "New  Lcf.t"  sources. 

Essentially,  this  outlook  considers  MNC's  as  an  instrument 
of  an  imperialistic  American  drive  to  assert  economic  hegemony  on 
a worldwide  scale.  Actually  this  viewpoint  finds  one  of  its  first 
statements  in  the  writings  of  Lenin,  who  believed  capitalist  • ^ 
economies  were  compelled  to  sock  out  foreign  markets  to  absorb 
excess  production  and  surplus  capital. As  the  period  of  greatest 
MNC  growth  got  underway,  contemporary  American  revisionist  historians 
have  sought  to  interpret  modern  D.S.  eeonomie  de/clopments  from  the 
above  frame  of  referenee.  Tor  example,  William  Apploman  Williams 
imputes  that  the  need  for  peace  and  stability  as  the  most  suitable 
environment,  for  the  internationalization  of  business  (espeeially 
in  Latin  America  and  Asia)  resulted  in  a special  government- 
business.  relationsjiip.  He  descfibes  it  as.  an  "effort  1;p  expand 
American  exports,  "develop-  and  control' raw  materials,  and  initiate 
corporate  cnterprises--whilc  at. the  same  time  developing  a 
regional  political  system  based  on  local  rulers  loyal  to  the  basic 
interests  of  the  U.S."32  Gabriel  Kolko  goes  further  to  assert 
that  the  goal  of  eeonomie  expansion  into  foreign  bconomies  has 
constituted  a rationale  for  military  intervention.^^ 

A lucid  application  of  such  theories  of  U.S.  eeonomie  imperial- 
ism directly  to  the  MNC's  is . Harry  Magdoff's  The  Age  of  Impcrialism-- 
Thc  Economies  of  American  Foreign  Policy.  34  xiie  author  concludes 


The  case  for  tlic  MNC  as  a vehicle  of  development  has  been 
made  by  a number  of  economists,  notably  Harry  Gl  Johnson  and  Enno 
Hobbing.  See  their  articles  in  the  Columbia  Journal  of  World 
business , May  1970,  and  August  1971,  respectively. 

V.  I.  Lenin,  Iinper xalism.  The  llie;hest  Stage  of  Capitalism, 
New  York,  International  liiblisiiers , New  York,  N.Y.  , 1939. 

3^  William  A.  Williams,  Tlie  Tragedy  of  American  Diplomacy, 
Dell  Publishing  Co.,  New  York,  N.Y. , 1902. 

33  Gabriel  Kolko,  Tlic  Roots  of  American  Foreign  Policy, 

Beacon  Press,  Boston , Mass.  , 1909.  See  also  Kenneth  E.  Boulding 
.and  Jukerjec, Japan , eds..  Economic  Tmperial.i sni , A Book  of  Read.ings, 
University  of  Michigan  Press,  Aiui  Arbor,  Mich.,  1972. 


3*1  Monthly  Review  Press,  Now  York,  1909. 
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that  the  motivation  beiiind  foreign  investment  by  U.S.  firms  is 
control  of  raw  material  sources  and  markets  in  order  to  protect 
their  domestic  position,  l)ut  he  emphasizes  that  wliat  really 
matters  most  to  the  usiness  system  is  simply  that  the  option  of 
foreign  investment  s ould  remain  available;  he  states  that  govern- 
ment collaborates  to  preserve  this  option. 

MNC  activities  in  the  less  developed  countries  have  received 
especially  liarsh  treatment  from  the  New  Left  critics.  In  particular, 
they  castigate  firms  which  derive  economic  advantage  from  tlieir 
operation  in  LDC's  without  making  substantial  contributions  tov;ard 
their  development  beyond  forming  small  "pockets"  of  modernization 
from  which  most  of  the  population  never  benefit.  Criticism  is 
also  made  of  extractive  industries  acting  witliout  due  consideration 
for  tlic  environment,  and  price  differeiitial  policies  for  products 
sold  in  tlie  loss  developed  £Uid  the  developed  countries,  whieli  the 
critics  interpret  as  evidence  of  exploitation. 35  xhc  points  above 
arc  common  to  New  Left  mialyses  of  U.S.  foreign  economic  policy  in 
general,  and  tlio  MNC  in  particular.  The  theoretical  link  between 
sucli  interpretations  and  MNC's  as  a potential  source  of  conflict 
is  obvious. 

There  is  definite  room  for  more  higli  quality,  objective 
research  on  tlie  actual  political  as  well  ns  econ  mic  effects  of 
MNC's  in  developing  countries.  Answers  to  crlti’isms,  many  of 
them  ill-founded,  could  bo  developed  in  the  liglit  of  the  practical 
alternatives  facing  a developed  coujitry  and  the  unavailability  of 
adequate  resources  from  public  invei.tmcnt  institutions,  as  opposed 
to  private  capital.  The  relationship  witli  national  security, 
liovi/ever,  is  indirect  at  best. 

Anotlicr  significant  contribution  of  the  MNC  concerns  economic 
interdependence,  again  on  tlie  assumption  that  regional  economic 
integration  is  a generally  desiriible  development  in  maintaining 
international  stability  and  cooperation.  Tills  point  has  been 
v>;rltten  about  liy  a number  of  authors  including  Pierre  Uri,3b 
Sidney  Rolf c, 37  Rainer  Heilman, 38  jack  ]3ehrman,39  and  many  others. 


33  See  Ronald  Muller,  The  Eantli  Managers  and  Abdul  Said, 

The  MNC  and  World  Politics , both  to  be  publislied  in  September  1973. 

36  "Multinational  Companies  and  European  Integration,"  Interplay, 
-Novcinljcr  1968. 

^7  Sidney  Rolfc  and  Walter  Damm,  The  Mult'Jnation.'il  Corporation 
and  tlie  World  Economy:  Direct  Investment  in  Perspective,  New  York 

Praoger,  197 U. 

3 ” The  Challenge  to  U.S.  Donrin.'uiee  of  tlu^  Tnternati onal  Corpora- 
tion , Dunellen,  New  York,  1970. 

3^  "Industrial  Integration  and  the  Multinational  Enterprise," 
pp.  46-S7  in  The  Annals,  citc?d. 


It  IS  undoubtedly  true  tliat  tbo  MNC , by  croating  a demand  for 
tliG  furo-dollar  market,  helped  to  crecite  it,  and  that  the 
trcuisnational  Flexibility  of  MNC's  in  financine  as  well  as 
production  and  marketing  has  stimulated  effort?  to  develw  a 
Gommon  linaneial  and  industrial  policy  by  Europe  and  gen^l’allv 
has  promoted  economic  integration  in  Europe.  ^ ^ ally 

^ The  notion  that  the  multinational  cornoratinn  i-F  nn^-  n 

nF  II  in  Tho  Multinational  Corporation  isKiin  nt  'ppp 

^ tlie  American  Aemlomy  oj'  J^oUtTcai  and  Social  Rninno. 

fnfthil  the  MNC  Ear  tlie  internationL  system 

and  this  IS  also  a major  part  of  the  work  at  both  the  University  ’ 

Ball'T(indrT'''‘  Policy  Research  Institute.  GeSge 

in  addU-ion^tn^ir^G^^  inteiniational  organizations  are  multiplying- 

“ S¥  “ .^::a te-?-c=:  ’ 

Both  liopes  and  fears  are  involved;  the  liope  beincr  that  thn 
afiooi  its  compHoaflcns  that 

:o“  ? 3-i  “ ?,r-- 

Sso^tlia°fi°M“‘'H  nMuinaSimii  COTpora?i“'’Ld 

grirm,d“iSiSi“  bj  ■ = 

article  on  tills  is  that  of  Howard  B Perlmutt^r  -'th • 

Firm  in  tlie  Future  "hi  , The  Multinational 

iulure,  while  a dissenting  view  (from  the  proposition 
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pp.  139-152  in  The  Annals,  cited. 
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that  countries  arc  becoming  more  economically  interdependent) 
is  contained  in  Kenneth  N.  Waltz,  "Tlie  Myth  of  National  Interde- 
pendence." 

Obviously,  a true  global  economy,  regardless  of  wliether 
productive  of  political  conciliation  or  political  conflict, 
cannot  help  but  liave  some  consequences  for  "national  security." 
If  political  attitudes  toward  international  cooperation  and 
security  are  favorable,  and  xenopliobia  and  extreme  nationalism  » 
reduced,  U.S.  security  should  benefit.  If,  liowever,  the 
political  polarization  of  the  world  sliifts  from  East-West  to 
North-South,  that  stability  could  be  endangered  from  a new 
direction.  But  tlie  security  impaets  are  indirect,  long-term  and 
almost  pliilosophical  in  nature  and  t’lerefore  very  difficult  to 
come  to  grips  with  in  empirical  research. 

C • MNC  s as  a Source  or  Channel  of  Influence  in  International 
Politics 


This  aspect  lias  some  potential  impact  on  national  security. 
ITT's  alleged  pressures  on  the  U.S.  Government  in  connection  with 
Chile's  expropriation  of  its  property  have  been  widely  reported 
in  the  press  and  congressional  hearings.  Aside  from  such  special 
sxtuations,  Dennis  M.  Ray  has-  noted  thati  ''There  are  three  avenues 
of  influence  wiich  may  be  open  to  corporations.  These  stem  from 
(1)  their  capacity  to  take  independent  action  in  the  international 
arena  through  foreign  investment;  (2)  their  direct  and  indirect 
influence  on  foreign  policy  decisionmaking;  and  (3)  their  capacity 
to  shape  public  opinion  in  such  a way  as  to  legitimize  governmental 
action  in  favor  of  business  interests  abroad. 

There  appears  to  be  room  for  more  empirical  research  op  the 
foreign  policy-MNC  interaction,  recognizing,  however,  that  both 
governments  and  multinational  eorporations  are  going  to  be 
reluctant  to  discuss  their  relationships  in  such  sensitive  areas 
as  political  influence.  We  have  not  encountered  tnucli  objeetive 
case  study  research  in  this  area. 

It  is  not  widely  recognized,  liowever,  tliat  the  role  of  the  MNC 
is  a two-way  channel;  tliere  are  cases  in  which  foreign  governments 
seeking  lO  ijiflvience  U.S.  policy,  let  us  say  on  trade  policy— —or 


•^2  pp.  205-226  in  Kindleberger , The  International  Cornoratinn 
cited.  ’ 

43  "Corporations  and  American  lorelgn  Relations,"  pp.  80-92 
in  The  Annals . cited. 
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5 

9 • indeed  on  n more  general  foreign  poliey  proposition,  have  made 

5 communieations  ranging  from  subtle  hints  to  direet  threats 

't  t against  local  affiliates  of  Ameriean  firms,  hoping  that  the 

j parent  would  exert  its  influenee  on  the  U.S.  Government  in  the 

■j  desired  direction.  Carried  to  extremes,  this  raises  the  important 

question  of  the  multinational  as  "hostage"  to  foreign  governments 
^ which  have  generally  been  negleeted  in  research,  although  the 

I potential  is  pointed  out  by  Raymond  Vernon,  among  others. 

i It  is  possible  that  tliis  aspect  will  surface  in  the  "gaming"  > 

i analysis  based  uoon  numerous  corporate  interviews  being  undertaken 

' in  connection  with  the  V^harton  business  School  project.  The 

' question  of  the  MNC  and  economic  warfare--a  neglected  area  of 

’ . research,  discussed  in  Section  III.D--is  also  related. 

4 

i • . • . 
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III . THE  ECONOMIC  ITFCCTS  OF  MNC ' s 


This  section  poses  the  general  question  of  wlietlier  tJie  economic 
reporoussions  ol  the  multinational  company  are,  on  I)alance , a not 
contributor  to  nat3onal  security  or  a coiiiplioating  or  negative  fac- 
niaintaining  rt.  The  assumption  is  tJiat  a nation’s  ability  to 
1°^’  Its  national  seeurity  depends  on  its  overall  oeonomic 
l Ooi  non  and  tha  . international  politics  is  increasingly  foousod 
on  cconoinio  competition.  ^ ^ 


I!2^f££-^ts  of  rjjreigQny^es^^^^  on  the  l].S.  as  a Homo  Counts 


)«ffGCts  on  triiG  BoXonoG  of  PsyniGntrs 


u-  1960's,  D.S.  multinational  companies  were  the 

tianv^n°^3-r  r'osoarch  and  publication  focusing  ini- 

lly  on  the  business  management  aspects,  but  moving  rapidlv  to 
encompass  the  balance  of  payments  effects  as  one 

substnntf^l’r^’’"  dineot  investment  (wliioh  is  used  in  this  survey  as 
ubstantially  synonymous  with  the  multinational  eompanv)  It  is 

lair  to  state  that  this  subject  has  now  been  researched  exIiaisSvelv 

tl, rough  tlieoretieal  studies  and  models,  by  analysis  ortheeomnir 

hensive  data  published  by  the  Commerce  Department,  and  Hirouer 

suivoys  conducted  by  numerous  individual  organizations.  Startimr 

with  the  imposition  of  U.S.  investment  controls  in  1965  (wliieh  beeame 

mandatory  in  1968  under  the  Office  of  Foreign  DirLt  iLestments  o^ 

nepartinenr  of  Commerce),  studies  focused  on  the  effeat 

Board^3ubli"hef?a"^^-°"  l^^ilanee  of  payments.  The  Conference 
noai a published  a major  survey  in  1966  fnllntjnti  i-,,,  rimes  r j-i 

Ifufhauer  and  Adler^  Overseas  Manufaeturin<-"’°^^ 
Investment  and  the  Balanee  of  Payments  ^ — ' 


whieh'L^io  L^“m^^df  J^out'-baylrr;  r“s  ef?ee?:^^b:?T"”= 
repla;;^  l^om^  colTrrinJelS^nSther!  Z 

y.  Tie  autliois  have  also  tried  to  establish  the  range  of  the 


rnn  writers,  of  course,  share  this  assumption  Tn  "Tlio 

Economie  Content  of  National  Security  PoJiey"  irtiplf>  n'i-  i n i 

L^aUhrrSte'f  ”r“:?h“'n  ”u^ 

• j , ^ '-pc-iKiGncc  on  ovGi?SGns  now  niGl*pi?*i_nl  ^ mirl  n g 

anvGStinonts  abroad!  "i*- i-c  r.iaxs  and  U.S. 


Wasl,lugion,‘D!c:!^a'oiir^‘’‘'^  "cpurtineut , 
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’’payback"  period  for  a given  investment,  that  is,  when  the  dividends, 
income,-  royalties  and  fees  repatriated  Jiavc  caught  up  to  the  initial’ 
investment  outflow. 

The  l^esi dent’s  Commissi* on  on  Foreign  I'rade  and  Investment 
also  produced  considerable  information  on  tliis  subject.  ^ The  con- 
sensus in  the  business  community,  with  considerable  academic 
support,  is  that  the  direct  investment  controls  arc  eounterprodue- 
tive  and  must  be  phased  out--as  the  Nixon  Administration  lias  promised 
to  do  by  tlie  end  of  1974,  ^ 

The  Harvard  business  School’s  major  study  under  tlie  leadership 
of  Professors  Raymond  Vernon  and  Robert  Stobaugh  has  amassed  a 
considerable  data  base  and  pub].is!ied  extensively  on  tlie  many  aspects 
of  the  MNC  and  its  eeoromie  effects  at  homo  and  abroad.  One  part  of 
this  research  project,  by  Robert  Stobaugh  and  Associates,  was  pub- 
lished by  tlie  Commerce  Depav'tmont  ih  1971.  ^ On  the  basis  of  the 
detailed  ease  studies  developed  for  the  Harvcird  roseareli,  this 
survey  concluded  that  most  foreign  investment!  go  abroad  to  keep 
from  losing  markets  or  to  gain  access  to  now  n arkets  and  do  not 
displace  investments  in  the  United  States.  This  conclusion  was 
furtlior  elaborated  in  a paper  by  Professors  Stobaugh,  Telesio,  and 
do  la  Torre,  published  by  the  Center  for  h’altinational  Studios.  ^ 

Research  at  the  Ncvm  York  University  Graduate  School  of  Business 
Administration  and  elsewhere  has  tended  to  support  this  conclusion. 

Tlie  basic  facts  about  the  offoots  cf  U.S.  direct  foreign  invest- 
ment are  readily  available  tlirough  tlie  Commerce  Department's  regular 
Survey  of  Current  Business  series.  An  analysis  of  the  cumulative 
outflows  and  returns  on  investment  shows  tliat  c jmulatively  bctn'.’een 
1948  and  1972,  tliere  were  $51  billion  of  capital  outflows  for  direct 
inves-bnent , of  which  abou.  $3  billion  were  raised  tlirough  foreign 
borrowing  ior  a net  capital  outflov\i  of  $48  billion.  Against  this, 
interest,  dividends,  and  branch  earnings  plus  fees  and  royalties 
totaled  $101  billion,  so  that  the  net  balance  of  payments  effects  on 


3 

Williams  Commission  Report  cited.  Papers,  Volume  1.  See 
especially  tlie  eontributiens  of  IVofcssors  Houtliakker  and  Krause. 

i(. 

U.S.  Multinational  Enterprises  and  the  U.S.  Economy,  Part  II 
of  the  Commerce  Department’s  The  Multinataouai  Corporatinn.  Volume  I 
cited.  ’ 

5 ^ 

Occasional  Pajicr  No.  4,  The  Uffeet  of  U.S.  Foreign  Direct 
Investment  in  Manufacturing  on  the  U.S.  Balance  oJ'  Pavments,  U.S. 
DijpJyiymei it and  Chaiige.s  in  Skill  Composif ion  of  l^iipl oyiiient , ’ Center 
i. or  MulL'.inat.ional  S'iud.ies,  I'eliruary  1973. 
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period^-^^'^  States  were  positive  by  over  $53  billion  for  this 


suoh  a- 1 n c J analyzing  tlie  signifieanee  of 

such  data  xs  that  of  niakxng  realistie  assiunptions  about  what  would 

ave  happened  xn  the  absence  of  this  investment.  Sinee  eeonomies 
Ixkehxs Lory  does  not  dxselose  its  alternatives,  the  assumptions 
are  necessarxly  hypotlietieal.  The  Senate  Fxnance  Committee 
dxrceted  the  Tariff  Conuuission  to  undertake  a eomprel>ensa  ve  steady 
tlie  niu^txnatxonal  eompanies  and  the  Conunittee  publ^slied 

tions  abm^t  i”  1373."  The  alternative  asLnp- 

siSti^n?/  r V investment  was  additional  to  or  a 

subslxlute  for  domcstxeally  generated  investment  in  home  and  host 

enuntrxes  wore  used  mainly  to  develop  different  estimates  of  emplov- 
ment  effects.  The  Commission  showed  that  multinationals  "made  L ^ 
major  posxtxve  eontribution  to  the  current  account  of  the  IJ  S 

balance  of  payments  "-a  conclusion  also  readied  by  the  Commerce 
Department  survey  of  298  firms.  ^ wuiiunLiee 

fnn  conclusion  is  highly  signifieant  to  U.S.  national  security 

for  forexgn  axd  and  mxlxtary  deployments  cause  foreign  exchange  ^ 
outflows  and  can  only  be  maintained  by  the  income  earned  from^foreien 
xnvestments,  now  that  Llie  U.S.  trade  balance  is  in  deficit.  The 
very  substantial  evidence  which  has  been  compiled  througJi  the  above 
study  and  numerous  others  is  that  the  multinational  corporation  has 

navnients^^”^^^  sizable,  positive  impact  on  the  U.S.  balance  of 
payments  even  after  all  capxtal  outflows  are  taken  into  account. 

There  is  also  a substantial  body  of  literature  relatinjz  to  the 
theoretxcal  effects  of  foreign  direct  investment  on  the  bSLee  of 
f 'Within  the  international  system, 

there  are  .^txll  some  technical  and  methodological 
dxspufes.  One  ean  conclude  tliat  the  balance  of  payments  effects  of 
dxrcet  xnvestment  Jiave  been  thoroughly  researched.  But  the  effects 


V 

The  International  Eeonomic  Policy  Association’s  series  of  ' 

-hfro?o  cm.=i'ully 

Uon  ra  thJ  n invcstmcin-  ami  U,g  multinational  corpora- 

ni  Of  payments:  Tlio  United  States  Balnueo  of 

Appra  isal  of  U.S.  Eoonoinic  StratoMv:  The  lln-M-nri  e-Fnt-c.- 

L3alanc^l^lf_^  ; vjT^TlbdW-'s^ 

i9G87and  197?  to  .Controversy,  IfPA,  WasliTngton,  dTcTT^ 

U.S.  Tariff  Commission  Report,  cited. 

0 

P,  _ . 1 lloi'oau  of  Eoonomie  Analysis,  U.S.  Department  of  Coi.unorce 

t.i na ti oiia I Compaii  i es  , 1970,  CCOM-72-ll39'->'l  * 
^atnmal  Tcdn.xeal  Juforimitjon  Service,'  Springfield,  Va.,'  November 
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on  JiORt  counti^ic’s , partiouD.ni'ly  LDC's,  still  remains  in  dispute. 
There  is  need  for  detailed,  tiiorough,  eountry-by-eountry  studies  in 
this  area. 

2.  Effeets  on  the  lial.anee  of  'J’rade 


Mueli  the  same  eonelusion  ean  bo  reaohod  in  tJiis  area,  namely, 
that  tlie  effeets  are  well  resoareliod  and  understood.  Here  the 
Coinmoroc  Department  has  generated  a broad  data  base  in  its  compre- 
hensive 19GG  benclimark  survey,  wliicli  collected  mandatory  data  sut)- 
missions  from  all  foreign  direct  investors,"^  and  further  data  for 
the  298  sample  firms  in  tlio  Si^eeial  Survey  of  U.S.  Multinational 
Companies  1970,  cited  above.  Ntunerons  companies,  such  as  Union 
Carbide, have  also  piiblisliod  cxiiaustivo  studios  of  tJioir  own 
experieneo  V'jitli  trade  cuid  investment,  and  business  organizations 
Jiave  issued  oomprehonsive  studies  derived  from  surveys  of  tJicir 
member  oompanies.  Those  include:  ECAT^^^  the  National  Foreign 

Trade  Council, Businosp  International-^^ , and  the  National  Associ- 
ation of  Manufacturers. 

The  Harvard  Studios  and  the  Tariff  Commission  study  previously 
cited  liavc  also  contributed  to  the  literature  in  tliis  area,  as  Jiave 
Robert  Hawkins'  Occasimial  Papers  1 and  3 for  the  Center  for  Multi- 
national Studios.  Tlio  National  Bureau  of  Economic  Rescaroii  is  al  o 
undertaking  an  elaborate  study  of  the  MNC  cmd  U.S.  trade. 


U.S.  Direct  Investments  Abroad,  Part  I:  Bnlanoe  of  Pavmonts 


Data , U.S.  GovornmouL'  Printing  Office,  December  1970;  Par t II: 
Investment  Position,  Fi’iancial  and  Operating  Data:  Groun  J , Petroleum 


Industry  (COM-72-J 0097) , December  1971;  Group  2,  Manufacturing  Industry 
(COM-72-10096) , January  1972;  Croup  3,  Other  Industry  and  All  InJustrics 
Summary  (COM-72-10M41) , May  1972;  National  TocJmical  Information 
Service,  Springfield,  Virginia. 

Union  Carbide  Corporation,  Union  Carbide's  International 
Investment  Benefits  tiic  U.S.  t^conomy,  Ncv'J  York,  1972. 

Daergcncy  Committee  for  American  Trade,  Tlie  Role  of  tiic 
Multinational  Corporation  in  tJie  United  States  and  World  Economics, 
Wasiiington,  February,  1972. 

12 

Tlie  National  Foreign  Trade  Council,  TJie  Impact  of  U.S.  Forci^ 
Direct  Investment  on  U.S.  l’.iiiployinont  and  'J'rade--.\n  Assessment  of  Criti- 
cal Claims  and  l.eglslative  l*roposals.  New  YorJc,  November  1971. 

1 3 

Business  International,  Tlie  J^ffects  of  U.S.  Corporate  Forci;,?! 
Investment , 19G9-70,  New  York,  NovemJ:)er  1972. 

National  Association  of  Mannf aeturci's , llir?  U.S.  Stake  in  World 
Trade-  and  lnvestii\en L~ , New  York,  January  1972. 

^ Preliminary  j'esul.ts  and  metliodolo.ey  ..'ire  outiined  in  Li])scy 
and  Weiss,  "Analyzing  Direct  Invi'stment  and  Trade  at  tJic  Comiiany  Level," 
in  tiie  American  Stiitistiea.1  Association  Aiinual  I’roeeed  ing.s , 1972. 
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All  of  the  forogoiny  gonoi'ally  support  the  proposition  that 
most  multinational  oompanios  export  more  botJi  to  thoir  affiliates 
abroad  and  to  foreigners  an  general  than  they  import  either  from 
affiliates  or  in  general.  Tlie  multinational  segment  of  the  U.S. 
business  eonununity,  therefore,  has  a better  tl'.an  average  perfor- 
mance in  tlie  trade  field  and  lias  generated  a consistent  surplus. 

Th's  eonelusion  is  most  clearly  shown  by  tlie  Cormiereo  Department's 
Sljflial  Survey,  1970.  Tlie  question  of  wlietlier  multinationals 
con  '.'a.ijute  to  an  unhealthy  dependenee  upon  imports  in  any  given 
oritieal  seetor  is  dealt  witJi  elsewhere  (see  Section  I above)  ; but 
in  terms  of  the  overall  impaet  on  tlie  U.S.  eeonomy,  the  MNC  is  soon 
to  bo  favorable  in  trade  terms. 

Labor  organizations  such  as  the  AFL-CIO  have  cliallongod  this 
eonelusion  by  blaming  the  MNC  for  loss  of  jobs  attributed  to 
imports  or  to  the  "export"  of  tJio  U.S.  produotion  base.  The  faots 
are  that:  less  than  10  peroont  of  the  global  manufacturing  produc- 
tion by  U.S.  manufacturing  firms  enters  the  United  Statos--and 
more  than  half  of  that  oomos  from  Canada,  with  whioh  the  United 
States  lias  spooial  arrangements  for  free  trade  in  automotive 
produets . 

The  notion  that  direct  investment  in  manufacturing  facilities 
abroad  displaces  U.S.  exports  has  also  boon  examined  in  the  litera- 
ture, and  although  tlioro  are  proponents  of  tJiis  concept  abr'oad  and 
some  in  the  United  States,  such  as  Professor  Peggy  Musgrave,^^  the 
weight  of  the  evidence  is  tJiat  the  expor't's  oould  not  have  been  made 
from  tile  United  States  for  a largo  variety  of  reasons,  of  which 
labor  costs  are  only  ono--and  in  many  oases,  tlio  least  signif. leant 
factor. 

It  is  Important  to  distinguish  tJio  investment  issues  raised  by 
the  multinational  corporation  from  the  trade  issues--although  labor 
spokesmen  have  tended  to  confuse  the  ti^o.  Multinationals,  to  be 
sure,  are  an  important  and  growing  factor  in  U.S.  exports - -which , as 
noted  above,  are  helpful  to  tlio  U.S.  economy  and,  presumably,  to 
national  security.  They  are  a mueli  less  significant  factor  in 
imports;  and  the  so-eallcd  "trade  policy"  Issues,  while  important 
matters  of  both  international  relations  and  U.S.  Government  policies, 
arc  not  centrally  linked  to  the  multinational  company.  It  is  true, 
however,  that  many  investments  abroad  have  been  made  because  of  the 


IG 

Peggy  13.  Musgrave's  statement  to  the  House  Committee  on 
Ways  and  Means,  Panel  No.  11,  Taxal-fon  of  Fopcimi  Income,  U.S.  Govern- 
ment Printing  Off.ieo,  February  28,  1973;  and  "Tax  Preferences  to 
Foreign  Investment,"  pp.  17G-219  in  The  F.eonomlcs  oP  Federal  Subsidv 

or  Paiu.’rs,  Pari'  2-lnLerjin  1;  ioiia  1 Sub;;'i  dies  . 

Jolnl.  Feenomle  Cumml  lU’c , Congress  of  the  U.S.,  U.S.  Goverjmi'ent 
IVIntiiig  Office,  June  11,  1972. 
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trade  policies  of  other  countries,  e.g.,  the  EEC's  common 
external  tariff,  and  numerous  nontariff  barriers,  such  as  local 
content  rcquireiTicnts . 

Thus,  U.S. -based  MNC’s  can  and  do  have  a not  incons."' dcrnblc 
iiTipact  on  trade  patterns  in  tJie  world  generally.  An  jmportant 
paper  on  "National  Security  Cojisiderations  Affecting  I’rade  Policy" 
has  been  written  by  Thomas  C.  Sehelling  of  Jlarvard.’^'  Sehelling 
notes  that  trade  policy  is  an  instrument  for  shaping  tlie  domestic 
economy,  in  partieular  in  preparation  for  wars  or  other  emergeneles ; 
that  it  is  an  instriuncnt  for  affecting  tlie  econoinies  of  otiier 
countries,  friends  ajid  allies  or  potential  enemies;  and  tliat  since 
trade  is  vulnerable  to  war  and  other  disruptions  and  emergeneies , 
trade  policy  can  be  used  both  defensively  and  to  mitigate  the 
damage  from  actions  by  others.  JLis  paper  does  not,  liowever, 
include  investment  questions  or  the  role  of  tJie  MNC,  The  MNC  does 
have  a potential  role  to  play  in  the  national  security  aspects  of 
trade  policy,  and  tliis  is  dealt  with  in  Section  III  D under  tJie 
"Economic  V'Jarfaro"  heading. 

By  and  large,  the  s .bjeet  of  MNC's  eontribution  to  U.S.  trade, 
and  any  derivative  conclusions  one  wisJies  to  draw  from  the  facts , 
is  pretty  thoroughly  cultivated  and  little  original  work  con  be 
done,  except  for  tlie  Department  of  Commerce  to  update  tJieir  statis- 
tical compilations. 

3 . Effect  on  Domestic  Investment  and  vTobs,  Finances,  and  Taxes 

This  question  lias  been  at  tliC  heart  of  domestie  controversies 
about  tlie  multinational  corporation,  owing  to  the  efforts  of  organized 
labor  to  ma]<e  the  MNC  a scapegoat  for  alleged  job  displaeement . 
Unfortunately,  these  allegations  initially  tended  to  generate  more 
political  poJ  enies  thiui  analysis;  but  tlie  business  con-iiunity  has  now 
responded  willi  an  impressive  array  of  studies  dealing  with  tliis 
question  in  dep+'li.  In  addition  to  those  by  ECAT,  Business  Inter- 
national, the  NAM,  the  National  Foreign  'Itade  Council,  and  the  Center 
for  Multinational  Studies  exted  above,  the  Tariff  Coiunission  study 
has  STiecif  jea]  ly  examined  this  area  on  an  Industry-by-lndnstry  basis 
and  concluded,  in  effect,  tliat  only  highly  unroalistie  assumptions 
about  the  ability  of  the  United  States  to  export  would  support  the 
notion  tliat  there  lias  been  a net  job  displacement. 

Occasional  Papers  1,  3,  and  4 of  the  Center  for  Multinational 
Studies  have  explored  this  area.  In  No.  1,  by  Professor  Hawkins, 
the  domestic  economic  performance  of  industries  with  high  and  low 
intensities  of  foreign  investment  are  compared.  It  found  that  the 
higher  intensity  industries  have,  on  average,  performed  well  in 
terms  of  shipments,  exports,  growth  and  cmiiloymeiit , and  better  than 
national  averages.  The  poor  performers  have  been  in  industries  tike 
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toxtj].cs  whore  there  Jias  been  little  U.S.  foreign  investment.  Tl.is 

’ supported  by  tlie  Business  International  Survey 
(Note  13  above)  is  si.(;nilieant  boLJi  from  tJie  stiuidpoint  of  labor’s 
critieism  and  national  seerrity.  It  indieatcs  that  whatever  eausc 

^ relatively  good  MNC  performanee, 

MNC  s have  not  eaused  tJie  problems  of  otJior  sectors,  nor  have  tJ.ev 
in  the  aggregate,  noved  substantial  elements  of  tlic  U.S.  production 
base  offsliore.  The  possible  exceptions,  sucJi  as  consumer  electronics 
have  been  discussed  in  Section  I.  ’ 

Occasional  Paper  No.  »l , based  on  tJic  Harvard  Business  ScJiool 
MNC  j-escareh  study,  concludes  that  some  600,000  jobs  net  have  been 
created,  due  to  tlie  pull  effect  of  direct  investment  upon  exports 
and ^Uie  employment  effects  of  sucli  additional  exports,  both  in 
prof  iietion  jobs  and  in  associated  home  office  and  indirect  support 
activities.  Professor  Hawkins'  Occasional  Paper  No.  3 is  a mcti.od- 
ologxeal  review  of  six  studies  in  this  field,  including  one  sponsored 
by  labor,  as.  well  as  a survey  jy  the  CJiambcr  of  Commerce.  All  the 
studies,  except  that  by  ti.e  AFL-CIO,  show  a positive  effect  ranging 
from  consic'craole  to  very  substantial. ^ 

The  question  of  the  qualitative  impact  has  also  been  asscsscu 
in  Occasional  Paper  No.  4,  and  the  tendency  noted  foi>  foreign  direct 
investment  ro  have  an  effect  of  upgrading  the  level  and  pay  of  U.S 
.Tabs  lieeausG  ol  their  higlicr  tcclinologicai  content.  Wlietlier  "national 
security"  miglit  be  involved  in  the  displacement  of  certain  .skills' 
relevant  to  defense  production  appears  not  to  liave  been  studied 
insofar  as  this  survey  could  determine;  but  there  may  well  be  studies 
by  the  Delense  and  Labor  Departments  whieJi  arc  not  publicly  available. 

On  balance,  this  area  is  be  nd  to  continue  to  be  a controversial 
one,  because  of  tae  sensitivity  t.  labor's  concerns.  Wlien  looked  at 
objectively,  liowever,  that  concern  seems  to  be  more  over  the  accelcr- 
ation  of  eJiangcs  in  employment  patterns  in  rhat  a job  created  in  the 
United  States  due  to  a company's  overseas  activities  may  be  in  a 
diltcrent  locality,  a different  union,  or  even  no  union.  Labor 
therefore,  perhaps  with  some  reason,  secs  a tlireat  to  its  generaj 
bargaining  position  in  the  U.S.  national  picture,  in  part  due  to  the 
intornationali/.a  tion  of  production,  import.s,  shifts  in  consumer  pre- 
tercnecfi,  atid  the  like,  liere  labor  lujs  done  some  case  studies  of  parti- 
cular  companies  or  industries  sueli  as  aorospaeej - where  a part  of  ihe 
U..3.  production  base  has  been  moved  offshore.  TJiis  is  one  of  tlie  nrv  as 


18 

The  others  were  the  studies  by  B1  LCAT  NPTC 
previously  cited  (See  p.  7 of  Occasional  P^icr  No.  3)  ^ 


and  Stobaugi 


Sec  te.stimony  of  Andrew 
Legislation,  Al’L-ClO,  before  tic 
ol  tlie  Senate  I'inanec'  (!nmmi  ttee , 
U.S.  L'ovornment  Printing  Office! 


Blemillcr,  Director,  Department  of 
.Subeomnittee  on  International  ibade 
March  6,  J.D73,  not  yet  pulilished  liy 
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that  might  have  an  impact  on  national  security  Ijccausc  of  its 
special  relevance  to  tlie  defense  production  base,  as  noted  in 
Section  I. 

Many  studic5j  of  adjustment  assistance  have  made  a good  ease 
that  the  burden  oi  adjusting  to  cJian<rcs  in  skill  patterns  recpjired 
for  industry  ajid  tlic  general  tendency  to  shift  from  a production 
to  a service-oriented  economy  ean  ])c  more  equitably  sliared  by  the 
national  ceonom>/  as  a whole  instead  of  left  to  rest  on  tiie  sJioulders 
of  particular  individuals,  skill  levels,  and  communities.  This  > 
subject  is  also  lairly  well  researelicd,  Jiowcver,  and  extensive 
congressional  hearings  liavc  been  lield.^0 

With  respect  to  tJic  effect  of  foreign  investment  and  the  MNC 
on  U.S.  finances  ajid  taxes,  the  argument  has  been  made  botli  by 
labor  critics  of  the  MNC  and  by  so-called  tax  reformers  tliat  tlie 
U.S.  could  capture  a significant  additional  tax  income  if  it  elimi- 
nated preferences  now  said  to  apply  to  international  as  opposed  to 
domestie  investment.  This  case  has  been  made  very  strongly  by 
labor  and  others  .such  as  Stanley  Surrey  and  Peggy  Musgrave.21  The 
business  community  lias,  however,  strongly  rebutted  tJiese  assumptions, 
in  voluminous  testbnony  gi'>-n  to  the  House  Ways  an^i  Means  Committee 
during  tax  reform  liearings  in  the  spring  of  1973. 

The  issues  liere  are  about  the  credit  now  given  for  foreign 
income  taxes  paid,  and  tJie  so-eallcd  "deferral"  question.  In  con- 
nection vjith  the  tax  credit,  it  should  be  noted  that  these  arc  estub- 
laShcd  by  a networlc  of  bilateral  treaties  designed  to  avoid  double  tax- 
ation, of  which  the  United  States  is  currently  a party  to  more  than 
thirty 


20 

See  jVadc  Adjustment  Assistance  hearings  bel'ore  tlie  Subcom- 
mittee on  Foreign  Eeonornie  Policy,  House  Conunittce  on  Foreign  Affairs, 
April  24,  25,  26,  and  May  9,  10,  11,  17,  1972,  U.S.  Government  Printing 
Ofiiee,  1972. 

21 

See  statements  of  Stanley  S.  Surrey  and  Peggy  B.  Musgrave  to 
the  House  Ways  and  Means  Conwlttec,  Panel  Discussioiis  on  Tax  Reform. 
Panel  No.  1,  Objectives  and  Approaches  to  Tax  Refori.-.  and  Simulific^tion. 

11,  luxation  oi  I'oreign  Tneoinc.  February 


),  19/3,  and  Panel  No.  __  

U.S.  Government  Printing  Oi'fiec,  Wasliington”^  1973 


February 
28,  1973, 

22  , , . 

See  Testimony  before  tiie  Ifouse  Ways,  and  Means  Cominittec  on  Tax 
Reform,  March  0 tlirougli  April  G,  1973,  on  Taxation  of  Foreign  Income  by 
Dona.ld  M.  Kendall  (Emergency  Cojiunittee  for  American  Trade),  Harry  Hcltzer, 
(3M  Company),  Paul  D.  Seghers  (International  Tax  Institute),  N.  R.  Daniel- 
ian, (lEPA),  Robert  M.  Noriss  (National  Fo  .'oljpi  Trade  Council),  and 
otiiers;  the  liearings  liave  not  yet  been  publislicd  by  the  U.S.  Government 
Printing  Office. 

23 

See  Aiiiiendix  A,  ^^^l  1:i na ti oiial  Taxa  t i on . An  Analys  is  of  the 
_Taxatinn_  14‘uv.ii.ions  of  the  Foreign  Trade  and  Jiivcfj  tment  Act  oi.'  19~72 , 
International  Leononiie  Polii’y  y\ssoeiation , Washington,  1972. 


53 


t 

I 


I 

I 


I 


Aceording  to  ITeasiiry  estimates,  elimination  of  tiie  tax  credit 
could  lead  at  least  to  aji  additional  $3  billion  of  taxable  ineome 
an  amount  whicii  coui.d  l)c  strategically  significant  in  terms  of 
national  security.  The  problem  is,  however,  that  sucli  gains  wouJ  . 
probably  prove  illusory,  since  the  hand:iaa]j  on  U.S.  firms  operat.iiig 
abroad  in  terms  of  their  foreign  competition  would  force  many  of 
them  out  of  business,  with  serious,  if  not  disastrous,  effects  on 
the  stock  market.  (Professor  Robert  Stobaiigh  has  estimated  tliat 
tills  impact  eould  be  as  much  as  .$200  billion  in  stock  market  values.) 24 

> 

by  the  time  Congress  iidimirned  in  the  summer  of  1973,  it 
appeared  that  the  notion  of  eliminating  the  tax  credit,  as  proposed 
in  tlie  Ilartke-Burl<e  and  otlicr  labor-sponsored  bills,  liad  been  dropped, 
and  the  issue  had  eomc  down  to  that  of  "deferral." 

Tills  issue  could  be  more  accurately  described  as  one  of.  taxing 
the  ineome  of  foreign  affiliates  currently,  without  regard  to  whether 
the  Ineome  had  beer  repatriated  and  tlius  brouglit  within  the  tax  juris- 
diction of  the  United  States.  Apart  from  the  "extra-territorial" 
legal  aspects  of  tlie  problem,  many  witnesses  before  the  Mouse  Ways 
and  Means  Committee  felt  tliat  here,  too,  there  would  be  serious 
eompetitive  handicaps  imposed  on  U.S.  business  companies  who  would 
have  to  eut  into  the  amounts  which  could  otherwise  be  used  in  expand- 
ing the  overseas  investment  base  and  market  access  by  remitting 
money  for  the  additional  tax  obligations.  Mowevex  from  a government 
finance  point  of  view,  the  amounts  invol’'od  are  relatively  insignifi- 
cant, estimated  to  be  on  the  order  of  $325  million  annually. 

As  Congress  adjour*ned  it  seemed  likely  that  the  tax  reform 
issue  might  be  put  off  until  fall,  although  tJie  Ways  and  Means  Com- 
mittee still  had  on  its  agenda  both  tlie  Administration  proposals 
to  tax  certain  "runaway  plants,"  and  "tax  Jioliday"  situations  on  a 
current  basis,  and  the  Committee  proposal  to  tax  at  least  50  percent 
of  foreign-source  income  on  a current  basis. 


The  literature  and  analyses  in  this  area  are  very  extensive , 
and  detailed  citations  so'^m  unneeessary  sdnee  there  is  little,  if  any, 
national  security  impact.  The  testimony  of  lEPA  to  the  Ways  and  Means 
Committee  explored  in  detail  the  national  economic  interest  involved 
in  the  qxiestlon  of  foreign-souree  taxation;  and  the  matter  docs  not 
appear  to  require  furtlier  examination  in  tills  suv'vey. 


2U 

Statement  of  Robert  B.  Stoliaugh  to  the  House  Ways  and  Means 
Committee's  Taxation  of  foreij^n  Ineome  Panel  No.  11,  Febi’uary  28, 
1973,  cited. 

25 

N.  R.  Danielian,  "Taxation  of  Poreij^n  Ineome,"  Statement 
before  the  Mouse  Ways  and  Means  Coiiunlttee,  April  3,  1973. 
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V In  concluding  tliis  survey  on  the  effects  of  foreign  investment 

by  U.S. -based  multinationals  on  the  United  States,  we  should  molco  a 
brief  eross  referenee  to  the  role  whieli  sueli  MNC's  have  in  providing 
vital  natural  resources  whicii  was  discussed  in  Section  I D,  and  to 
the  impact  of  the  transfer  of  U.S.  technology  (and  receipt  of  foreign 
teelinolo^^y)  on  U.S.  competitiveness,  whlcli  was  analyzed  in  Section  I B. 

One  can  conclude  from  the  extensive  literature  in  the  economic 
•area  that,  on  balcmce,  the  U.S.  multinational  firm  has  enhanced  ^eri- 
can  competitiveness  in  tlic  world  economy,  and  has  helped  tlic  U.S: 
balance  of  trade  and  payments.  On  an  aggregate  level,  it  also 
appears  to  have  helped  U.S.  employment  and  production,  both  quanti- 
tatively and  qualitatively,  although  by  accelerating  the  pace  of 
adjustment  to  new  technological  ])rogress  and  consumer  preferences,  it 
has  created  some  dislocations.  These  seem  better  met  by  more  ef-* 
fcctive  adjustment  assistance  programs  them  by  shackling  America's 
j multinational  corporations. 


^Ihe  submission  of  lEPA's  Center  for  ^^Llltinational  Studies  to 
th>_  Senate  Finance  Committee  reached  the  following  conclusion: 

While  . . . there  are  some  problems  as  well  as  advantages 
to  be  had  from  tlie  institution  of  the  multinational  corpora- 
tion, the  latter  are  identifiable  and  quantifiable,  for 
example,  the  gains  for  the  balance  of  payments  and  trade. 

. The  problems,  on  the  other  hand,  tend  to  lie  more  in  the 
qualitative  area--and  often  involve  factors  of  wJiioJi  tlie 
multinational  firm  is  merely  a manifestation  rather  than 
a contributing  cause,  such  as  the  increasing  interdependence 
of  the  world  economy  and  tiie  acceleration  of  technological 
Innovation.  Tills  tends,  however,  to  mnJ<e  tlie  MNC  vulneridilc 
to  political  attacks  as  a convenient  scapegoat. 

As  previously  noted,  tlie  national  security  interaction  with  the 
economic  effects  of  MNC's  depends  largely  on  the  proposition  that 
national  security,  in  its  broadest  sense,  depends  upon  the  strength 
and  potential  of  the  U.S.  economy.  All  in  all,  it  is  hard  to  sec 
liow  the  United  States  can  conduct  effective  policies  to  maintain  or 
advance  its  "national  security,"  however  that  term  may  be  dcfi.i:jd, 
without  intrinsic  economic  strength  in  domestic  ter.'ns  as  well  as  a 
Profitable  rolatlonship  with  the  'international  econoii’y.  It  is  clear 
that,  whatever  its  problems,  the  Aincrican  MNC  has  advanced  rather 
than  retarded  such  viability. 


The  facts  in  this  area  are  available.  The  controversy  is  politi- 
Coil.  It  is  difficult  to  find  new  areas  of  exploration.  The  remaining 
problem  is  one  of  public  education. 
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Broadly  spcnkinj^,  there  are  four  basic  motives  for  foreign  MNC’s 
to  invest  in  the  United  States. 2‘J  First  is  the  currently  deflated  U.S. 
stock  market,  a transitory  phenomenon  wliich  makes  the  acquisition  of 
existing  plant  desirable. 

Second,  tlie  devaluation  of  the  dollar  has  also  made  new  invest- 
ments in  the  United  States,  for  a given  level  of  productive  capacity, 
competitive  in  cost  with  new  investments  elsewhere. 

Third,  the  changed  exchange  rates  and  resulting  price  factors 
make  continued  iin|0ort  sales  to  tlie  United  States  uncompetitive.  Profit- 
ability for  both  tlie  foreign  mannfacturor/exporter  and  the  sal cs ‘subsid- 
iary or  importer  in  the  United  States  has  decreased  lately.  Nonetheless, 
the  interest  remains  to  stay  active  in  the  large  and  usually  profitable 
U.S.  market. 

The  fourth  motive  is  the  threat  of  protectionist  trade  policies 
in  the  United  States.  U.S.  labor’s  shift  from  a free-trade  stance  to 
protectionism  (witness  the  AFIi-CIO-supported  Hartkc-Bui’kc  bill  and 
its  rigid  import  quotas)  is  well  noted  above. 

The  exact  relative  magnitudes  of  the  balance  o'  payments  impact 
of  foreign  investment  cannot  bo  easily  ascertained.  An  inf tow  of  foreign 
capital  will  finance  the  investments,  aiding  the  balance  of  payments. 

Part  of  the  composition  of  U.S.  imports  will  shift  to  components,  and 
products  complementary  to  U.S. -made  product  linos,  possibly  reducing  the 
total  import  bill.  U.S.  exports  to  other  foreign  MNC  affiliates  and 
markets  as  part  of  the  MNC’s  global  interaction  may  pick  up.  And 
finally,  remittances  of  earnings  to  the  foreign  homo  office  will  grow. 

Even  assuming  that  the  net  of  those  f] ows  may  ultimately  bo  nega- 
tive on  the  U.S.  balance  of  payments, there  may  not  bo  a feasible 
alternative  to  the  increase  of  foroigr.  MNC  activity  hero.  For  not  only 
do  foreigners  hold  over  $90  billion  c''  U.S.  dollars  wliich  can  readily 
be  spent  in  the  United  States,  but  maintenance  of  a relatively  open 
economy,  extending  the  same  privileges  of  national  treatment  to  foreign 
direct  investments  as  foreign  countries  do  to  our  direct  investors, 
is  necessary  for  continued  U.S.  competitiveness  abroad. 

This  open  policy  also  may  prove  relatively  harmless  to  our 
balance  of  payments  and  to  the  long-term  ability  of  the  United 
States  to  earn  sufficient  foreign  exchange  to  pursue  its  national 
security  objectives  abroad.  Much  depends  on  tlie  relative  rate  of 


29  Jolin  D.  Daniel,  Kcccnt  Foreign  Direct  Manufacturing  Investment 
in  the  United  States  - An  Interview  Study  of  the  Decision  Process, 
Praeger,  New  York,  1971. 

30.  See  S.  Stanley  Katz,  Foreign  Pi reef  Investment  in  the  United 
States,  pp.  9G5-98D,  in  the  Williams  Coinmission  Report,  Papers  1,  cited. 

31  However,  Rep.  Dent  fi)-)’a)  has  introduced  a hill  wliieli  would 
limit  foreign  ownei’sliip  of  U.S.  firms;  tlie  I'orcnign  Investors  Ijimi  ‘ation 
Act,  II. R.  8991,  introduced  in  Congress  on  dune  2G , 1973.  Sec  Coiigp’es.s- 
ional  Record,  dune  2t,  1973,  p.  II-5M72. 


growl'll  of  U.S.  invostmonts  nliroad  and  foreign  invostmonts  horc. 

Only  n rapid  upsurgo  in  the  latt'or,  combinod  witli  stagnation  in  1 

tliG  former,  would  cause  a serious  problem.  [. 

The  elimate  in  wliieh  U.S.  direct  investments  and  MNC  expansions  s 

were  made  abroad  diJTers  from  the  elimate  in  whieh  foreigners  will 
ijiereasingly  invef^t  in  the  United  States  in  the  follov^;ing  respects: 

First,  the  U.S.  direct  investments  in  Ui.rope  were  made  in  an  economy 
recovering  from  World  War  II*s  ravages,  and  ereating  a vast  new  ^ 
market,  the  EEC,  whieh  was  not  yet  used  to  advantage  by  wide-scale, 
domestic  eoininerci.il  ventures.  U.S.  MNC's  led  the  way  in  realizing 
the  potentials  of  economie  scale,  and  thereby  profited  immensely. 

In  contrast,  the  now  fot'oign  invostmonts  in  the  United  States  will 
enter  a market  well  utilized  by  preexisting  nationwide  firms,  with 
access  and  familiarity  with  the  most  modern  toolmology  and  management 
toohniejuos.  Furthoi'niorc,  the  U.S.  economy  is  entering  (or  has  entered) 
a now  period  of  adjustment  to  scarcities,  and  of  reorientation  from 
mere  growth  in  goods  measured  "standard  of  living"  to  "quality  of 
life."  The  foreign  entrants  may  face  muob  stiff or  competition  for 
a share  in  a slowly  growing  pie. 

The  effect  of  this  different  environment  may  be  a slow  growth 
of  foreign  MNC^s  in  the  United  Stiites — £ind.  oonsecpjontly  a more 
manageable  problem  In  relation  to  the  U.S.  ability  to  generate 
net  foreign  oxchemge  surpluses  to  finance  national  security  interests 
worldwide.  The  basic  issue  is  tlie  transformation  of  the  United 
States  from  a creditor  to  a debtor  nation.  The  implications  of  tliis 
for  U.S.  national  security  requires  much  rigorous  study,  wliieh  is 
so  far  lacking. 

2.  The  Effect  on  Uomostie  Investment,  Jobs,  Finances  and  Taxes 

|l 

The  most  probable  effect  on  U.S.  taxes  from  forei.gn  investment  i 

in  the  United  States  will  bo  an  increase  in  rovcnues--to  the  degree 
that  foreij!;n  direct  investments  add  to  production  and  business 
profitability,  rather  than  merely  transferring  ownership  to  foreign 
hands.  Assvuning  the  current  net\7ork  of  tax  treaties  remains  in 
effect,  the  U.S.  as  host  country  would  have  the  first  tax  elaini  on 
subsidiary  profits  within  it,  just  as  foreign  countries  do  on  U.S. 

MNC’s.  The  MNC  tax  issues  and  their  impact  on  public  revenue 
reviewed  above  should  prove  ecpially  applicable  to  inward  ejid 
oula^ard  investments. 

Increased  foreign  investment  in  the  United  States  will  probably 
bolster  the  finaneiul  and  security  mai-kets  of  the  United  States  by 
increasing  foreign  demand  for  borrowings  to  finance  their  invest- 
ments. To  the  extent  sucli  enterprises  become  truly  multination.'tl 
in  maiership  as  well  as  operations,  they  Vv’ill  further  increase 
integration  of  world  fincuiclal  markets  just  as  U.S.  MNC’s  have  done. 


In  the  area  of  jobs,  invesLment  and  aggregate  cconoiuic  pc'rformancc 
in  tlie  United  States,  the  (Mitry  of  J’orc'ign  MN(.‘'s  seems  g.encrally 
desirable.  This  area  has  also  ].*c('n  scantily  treated  in  tlie 
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literature  to  date,  but  has  a tanj^fential  national  seeurity  ijnpaet 
revolving  around  the  general  strenjjth  of  tlie  Ameriean  eeonomie 
system,  and,  wliere  new  skills  are  introduced,  in  tlie  expansion 
of  the  teohnologieal  base  of  the  U.S.  oeonomy. 


On  one  level,  new  foreign  investments  entering  the  United 
States  ereate  .jobs--or  often  appear  to  do  so.  The  t;d<eover  of 
a elosed  pltiut,  or  tlie  eroation  of  a wholly  now  one,  contrilDutos 
to  growtli,  produotion,  tuid  employment.  It  thus  may  (mieliorato  the 
opposition  oi  org  mixed  labor  to  liberal  foreign  trade  7)olicics> 
and  to  U.S.  outAvard  investment,  wliieli  is  tlie  otlier  side  of  the 
ooiji. 


In  the  ease  of  tlie  foreign  aequisition  of  a preexisting  U.S.- 
ownod  firm,  tlioro  is  obviously  no  ijnmodiato  inoreiiiental  impaot  on 
eniployinont  indeed,  old  employees,  osjDooially  on  managoricil  levels, 
may  be  apprelionsivo  as  to  tlieir  eontinued  employment.  (Tliis  typo 
of  problem  in  takeovers  lias  roourrod  frequently  in  the  history  of 
U.S.  firms  in  tlie  European  Community.) 


It  has  boon  argued  (in  the  Tariff  Commission  ropor’t  already 
noted,  among  otlior  studios)  that  a proper  eonibination  of  monetary 
^d  fisoal  polioios,  and  investment  inoentivos  for  wliolly  domostie 
firms  miglit  have  aeoomplished  the  same  produotion  and  job  expansion. 
Therefore,  tlie  foreign  MNC  onploymont  impact  may  bo  more  superfieially 
apijarent  than  real.  On  tlie  other  hand,  foreign  investors  may  brinf^ 
innovative  teohnology,  marketing,  and  produots  to  the  United  States, 
just  as  U.S.  firms  have  done  abroad. 


There  is  also  a question  of  struotural  impact  on  the  industrial 
economy.  Does  the  entry  of  foreign  competitors  into  domestic 
production  increase  or  d*- crease  competition  in  tlie  United  States? 
Superficially,  it  would  seem  to  lead  to  an  incroasc--ospccially 
when  the  foreign  MNC  eonstruets  new  plants  and  facilities.  But  in 
the  case  of  taiccovers  of  preexisting  domestic  firms,  the  foreign  entry 
may  well  decrease  competition — especially  when  the  acquired  firm 
was  previously  competing  witli  tlie  MNC's  sliipmcnts  for  import  into 
the  Uiitcd  States.  The  entire  question  is  under  continual  oonsidera- 
tion  by  the  Antitrust  Division  of  the  U.S.  Department  of  Justice, 
which  has  repeatedly  stated  that  mergers  and  acquisitions  by  foreivn 
firms  will  be  treated  on  tlie  same  basis  as  those  by  domestic  firms" 

^d  consequently  the  applicable  provisions  of  tl^io  Slicrman,  Robinson- 
latmiUi,  and  Clayton  antitrust  acts  w:Lll  apply.  This,  of  uoursc. 


32  On  this  general  question,  sec  Richard  W.  McLaren,  "U.S. 
/‘Jititrust  Policy  and  Direct  Porcign  Investment,”  pp.  72-75,  and 
J.  J.  A.  Ellis,  "The  Legal  Asjjocts  of  Europc:ui  Direct  Investment 
jn  tlie  United  States,  jij).  52-71,  in  Rolfe  and  Ikimm,  cited. 
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somctijnos  appears  to  be  extraterritoricvl  applieation  of  U.S.  anti- 
trust poliey  to  foreign  parents,  whieh  has  eaused  some  politieal 
resentment . 

To  the  degree  that  foreign  entry  represents  inerements  of 
vigorous  competition  into  the  domestic  marketplaees , then  it  probably 
should  l)e  judged  Ijenefieial,  despite  the  eomplaints  of  domestie 
eompeting  firms  whieh  feel  unwanted  new  pressures. 

by  the  same  light,  new  foreign  investment  in  the  United  StePtes 
may  be  benefieial  to  the  general  produetivity  of  Ameriean  industry, 
espeeially  wliere  new  pjid  modern  plcuit  eonstruetion  or  existing  plant 
modernization  ensues.  To  the  degree  that  foreign  investments  in  the 
United  States  serve  to  make  tlie  U.S.  industrial  plant  more  dynomie , 
more  innovative,  ajid  more  modern,  foreign  MNC  entry  may  have  a bene- 
fieial effeet  on  national  seeurify  through  additions  to  the  national 
eeonomle  strength  and  dynajnism.^^ 

These  are  all  imponderable  questions.  In  a free  eeonomy  it  is 
not  possible  to  guide  ioreign  investments  only  into  those  sectors  wliicli 
may  appear  to  have  an  additional  dimcnsimi  of  national  interest  such 
as  practiced  by  Frjuicc  and  Japan.  A detailed  study  of  what  forei;:^ 
teclmology  we  would  like  to  import  from  a national  security  point  of 
view,  and  v;hat  steps,  direct  and  indirect,  the  U.S.  Government  can 
tcike  to  encourage  such  investments,  may  be  a wortliwliilc  undertaking. 

3 • The  I.ffeet  on  the  Control  of  Spot  ifio  Essential  Industries 

It  should  be  nofed  that  certain  economic  activities  in  the 
United  States  arc  not  permitted  to  aliens:  coast\\?isc  and  fresh  water 

shipping,  telecommunications,  domestie  air  transportation,  atomic 
energy  facilities,  liydroclcctrlc  power  facilities  on  navigable  water- 
ways and  mining  operations  on  federal  lands. These  restrictions  stem 
from  the  defense  essentiality  of  the  enterprise,  the  public  trust 
nature  of  tlic  activity,  or  the  historical  alien  cxelusi.on  from  natu?^al 
resource  exploitation  in  tlie  United  States.  In  addition,  various 
states  have  regulations  specially  governing  alien  land-ownership, 
forcign-owned  banking,  and  foreign-govcrmiicnt-owned  insurance 
companies , as  well  as  exclusion  of  aliens  from  aspects  of  the 
alccholic  beverage  Industi’y. 

Despite  these  formal  limitations  and  exclusions,  however,  foreign 
MNC’s  are  able  to  engage  in  tlie  specified  enterprises  tiirougli  minority 
participation  in  corporations  chartered  imder  domestic  U.S.  lixw  (in 


33  For  a discussion  of  tlie  general  question,  sec  Stefan  H. 

Robock,  "The  Silent  Invasion,"  pp.  20-30,  in  World . January  10,  1973. 

3'l  See  Chamher  of  Commerce  o.'  the  U.S.,  Stal'J'  Keiiorl-  on  I’oreign 
Tnvesl  nienl-  in  llio  Ih  ited  Sfates,  July  2M , 1973,  l'oi.~  a d i. sen :7s ion  oi.'  Llie: 
and  Ollier  .legal  juulj.l.cms  relalcd  to  foreign  MNC's  operating  in  the 
United  States. 
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whioh  aliens  own  25  porcont  or  loss  of  the  voting  stock) , In  some 
eases  tlic  ownersliip  restrictions  are  oven  more  limited:  only  a 

majority  of  stock  must  be  owned  by  U.S.  citizens  in  jjitornational 
shipping  lines  for  tlian  to  be  eligible  to  receive  construction  iuid 
opei'ating  differential  subsidies  from  the  U.S.  Government. 

Tlie  political  consocpionces  of  iillowing  foreign  MNC’s  to  engage 
in  dcfonso-rolaLod  ijidustrios  (from  wliich  tliey  are  not  specifically 
excluded)  are  only  passingly  considered  in  tlio  literature . 35  0r\p  can 
envisage  a foreign  MNC  reluctant  to  engage  in  oroductlon  for  U.S. 
defense  contracts,  perhaps,  because  of  homo  country  objections  to  the 
U.S.  foreign  policy  goals  supported  by  a military  buildup,  but  it 
seems  likely  tliat  a domestic  oonoorn  would  readily  move  into  the  gap, 
and  unlikely  tliat  a material  need  could  be  fulfilled  only  by  toelinology 
exclusively  ownea,  but  not  yet  licensed  out,  by  a foreign  concern. 
Moreover,  few  foreign  governments  apply  tlio  "global  concept"  of 
jurisdiction  over  the  activities  of  their  citizens  wliich  the  United 
States  lias  sometimes  sought  to  enforce  in  analogous  cases. 

Just  as  it  is  difficult  to  control  the  out\;ard  flow  of  U.S. 
teclmology  (save  by  Manliattan-projcct  typos  of  security  measures, 
which  themselves  have  not  been  very  suecesful  in  the  long  term) , it 
seems  imlikoly  that  foreign  fii’ins  could  prevent  the  United  States 
from  acquiring,  duplicating,  or  refusing  to  honor  patent  rights  to 
teclmology  refused  it  from  abroad,  'rhero  are  many  toohnieal  questions 
here,  not  covered  in  the  MNC  literature  reviewed,  which  may  bo 
discussed  fi  technical  and  patent  law  journals  not  included  in  this 
survey. 

A different  political  oonsequonoe  of  foreign  MNC  operations  in 
the  United  States  might  bo  their  stbnulation  of  rabid  nationalism 
and  xenophobia,  which  would  tlu'oatcn  the  continued  national  treatment 
granted  foreign  corporations  liore.  Tlio  wollsprings  of  sucli  moves 
appe  r emotional,  rather  than  logical  in  view  of  the  extensive  U.S.- 
ownod  sliaro  in  foreign  economics  hostage  to  a reciprocal  liostllity. 

It  sliould  bo  liopod  tliat  tiie  U.S.  public  is  more  sophisticated  than 
the  nationalists  of  some  LDC's,  and  that  the  political  leadership, 
of  tlie  Ihited  States  would  prove  more  sopliisticatod  and  open-minded; 
but  the  possibilities  certainly  exist  tliat  high  levels  of  foreign 


35  Most  of  it  is  legalistic  in  nature,  dealing  with  the  assets 
of  Gorman  industry  in  the  United  States  which  was  seized  im  World 
Velars  I and  II. 
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economic*  nctivrty  wllliin  the  U.S.  economy  eould  stjjnulnte  isolationist 
emotions,  .just  as  increased  imports  from  abroad  have  stirred  un 
protectionism.^^  ^ 

m 11,0 ’n  of  heiirlrtened  levels  of  foreisn  MNC  investment 

in  the  United  States  on  v,;ar  mobilization  are  also  relatively  unstiidi  ■ ' 
i 'l’st  level  It  would  seem  tiiat  in  time  of  need,  uncooperative 

^^ozen  or  expropriated,  new  managements 

^ ^-Lsri-'Ption)  production  continued 

as  hap])c'nod  vyitii  German  assets  in  World  War  II.  The  requirement  of 
U.b.  ownership  and  management  in  the  essential  industries  specified 
above  woulcl  obviate  this  prolilem;  in  other,  less  direetly  defense 
related  industries,  tlie  disruption  probably  could  bo  easier  borne 
In  short,  whut  Raymond  Vernon  oalls  the  problem  of  "multinationals  a., 
trojan  horses  is  not  apparently  a major  one  for  U.S.  security, 

n terms  of  internal  security,  however,  the  problem  may  be  different, 
boviet  trade  missions  and  quasi-govornmental  entities  like  Ajiitorc 
have  boon  notorious  as  "covers"  for  intelligenoe  and  espionage 
activities.  'Jhis  aspect  does  not  seem  to  he  dealt  with  in  the 
literature  surveyed. 

question  is  whether  the  existence  of  significant 
® could  woakon  the  U.S.  research  and  dovelopmcn! 
use,  especially  from  a military  toelinology  standpoint.  Foreign 
oiservors  have  charged  that  U.S.  direct  investments  have  left  their 
oountries  dependent  on  continued  imports  of  new  toelinology  and  R&D 
U.S.  parent  firms.  The  cl.anros  of  woakoned  U.st  industry 
woidcl  depend  in  part  upon  relative  RJiD  costs  here  and  abroad,  as  well 


36  The  Dent  bill,  H.R.  8951,  cited,  and  Representative  Dentfs 

Introductp.-,,  p.  II.  5471,  C ^ngrosslonal  Itorord, 
vJunc  20,  1973,  U.S.  Government  Printing  Office,  Washington.  ThTd^b-ir 
has  already  passed  the  California  Assembly  that  would  prohibit  a 
ioroign  bank  from  starting  business  or  adding  branches  in  the  stale 

hasect\anks  privileges  to  Californi 

based  bunks.  One  very  large  opponent  of  any  such  legislation  is  the 

multinational  Bank  of  America,  which  fears  foroigi  retaliation' again  . ^ 
xts  operations  abroad.  See  "California  legislators  take  aim  at  forci  n- 
the  state,  much  to  distress  of  Bank  of  America,"  The 
^1  Street  Journal,  August  6,  1973.  A new  Illinois  law,  effeetl^ 
October  1,  1973,  bans  foreign  branches  whose  governments  won't  allow 
Chicago  banks  to  establish  themselves  there.  The  Illinois  law  sevn  n'  ,/ 

Foreign  bLte  must  ojemtr 

under  niMois  eharters  and  regulations  whleh  require  that  hro-thirds 
togusTLfl973?‘'“  residents.  The  Wall  Slrreet  .Tonrnel 

An  AutlLlo!'''v'^''ei?pd”°^  enterprise  and  National  Seeurity,"  p.  113, 
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wlicvhcr  MNC’s  jrcnarally  exoiTisc  an  ethnocentric  preference 
Another  consideration  is  wJ.cLhcr  foreign  MNC's  ooidd  ever  boeome 
sole  or  dcmiinnnl  sonr,H«s  of  ,.rndiu'tion  of  n cntc-gory  of  gf.ods 
Ihc  l l|(n-.,h,ec  on  II. S.  MNC  lUn  acl  ivlLy,  reviewed  in  the  firsi 

nnted°HnJ  appear  to  apply,  but  it  should  be 

^ foreign  MNC  s seem  generally  more  conservative  in  their 

American  MNC's,  and  thereby 

presumably  more  prone  to  retain  research  budgets  abroad. 

'flic  national  security  problem  relates  in  the  end  to  the  baJaiTi  c 
to  be  struck  be^een  the  concepts  of  international  economic  inter- 
dependence based  upon  rational  allocation  of  resourees  versus  the 
more  narrow  "self-suffieieney"  concepts.  Can  tlie  United  Stated 
ior  example,  alford  to  rely  upon  foreign  sources  of  technology  or 

indnS""''°r"’?i  “"y  of  advanced  teelinologLal 

industries.^  Hie  saving  grace  is  tliat  it  does  not  appear  likely 

that  ioreigni  MNC  investments  could  ever  become  the  only  firms  ^ 

endeavor.  Given  tlie  lead  of  U.S. 

nt  industries,  foreign  competitors  probably, 

^ °f  participants  in  any  area 

ratlier  Jtan  Llie  sole  providers  of  a whole  class  of  goods. 

Siimmary  apart  from  the  long-range  balance  of  payments 

forPHmT1M^^  dimgers  of  xenophobia,  or  the  possibilities  of 
foreign  MNC  s becoming  intelligence  acquisition  centers,  the 
national  seeurity"  interaetion  with  investments  in  the  United 
States  by  foreign  MNC’s  appears  small. 

. , United  States  noc  only  requires  U.S.  ownership  of  certain 

ind^tries,  but  it  exercises  strategic  trade  controls  L Lilas 
jurisdiction  over  all  firms  doing  business  in  the 
United  States,  regardless  of  ownership.  For  this  reason,  perhaps, 
literature  is  generally  lacking  in  this  area.  Nonetheless  the^ 
straLcgie  consequenees  of  the  rapidly  growing  foreign  direk  invest- 
ment and  operations  by  foreign  MNC’s  in  the  U.S.  may  merit  further 

or^whetb  whether  the  foregoing  sujiimary  impression  is  valid 

or  whether  some  security  implications  have  been  overlooked  or 
perhaps,  liavc  not  yet  emerged.  or. 


C. 


^fect  ot  MNC’s  on  the  Global  Economy  and  Monetary  System 


The  question  of  whether  the  multinational  eo.rporation  is  causine 
reaeting  to,  or  possibly  aeeelerating)  a shift  to  a genu^n 
woi Id  economy  based  on  a world  marketplace,  and  whether  this  ■>•3 

writeis?^^’  ^ thing,  has  been  debated  by  a number ’of 

Judd  Polk  has  made  some  admittedly  speculative  forecasts  tn 
the  effect  tliat  the  world  economy  may  be  dominated  by  200  giant 
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firms  by  1985.^  On  the  other  lumd,  Kenneth  N.  WaJ  tz  questions 
the  growing  eeononiic  interdependence  of  countries. The  politieal 
consequcni;es  of  Polk’s  eeonomie  projections  are  enthusiastically 
enibraoed  by  Ricliard  barber, ^*0  and  George  Ball,'*-*-  the  former  Under 
Secretary  of  State.  As  already  noted,  Kindleberger  and  Vernon  arc 
among  the  eminent  scholars  wlio  have  urged  that,  in  effect,  since  tlie 
multinationaJ.  corporation  is  here  to  stay,  nation-states  must  adapt 
to  it  by  developing  international  controls  and  greater  international 
cooperation. 

Tlie  global  economy,  unfortunately  has  neither  yet  arrived  nor’ 
can  its  arrival  be  predicted  vjith  the  eonfidence  asserted  by  some 
scholars.  Moreover,  its  national  security  implications  defy  ready 
characterization,  since  they  imply  basic  elianges  in  political 
behavior  and  pereeptions.  Vernon  concludes  his  essay  on  "Multiuatjoua 
Enterprise  and  National  Soou^ity"'*2^yith  the  observation  that  multi- 
national enterprises  will  be  "even  less  available  as  instruments  of 
national  strategy"  than  heretofore,  and  that; 

Ihc  willingness  to  entertain  a multi-governmental  approaefi 
to  tlic  control  of  multinational  enterprises  will  grow. 

Onee  that  door  is  opened,  the  position  of  the  multinational 
enterprise  in  international  relations  will  bo  greatly 
changed,  and  the  relationship  between  multinational 
enterprises  and  national  security  will  become  more 
attenuated  than  ever. 

If  the  impact  of  the  MNC  on  the  creation  of  a "global"  economy 
appears  too  philosophical  for  empirical  research  as  to  the  national 
security  inplications,  this  is  not  true  of  the  impact  of  the  MNC  on 


38  See  for  example,  Jndd  Polk,  "The  New  World  Economy," 

Colimibia  .Tonrnal  of  World  Business,  Vol.  3,  No.  1,  pp.  7-16,  January- 
February  1968.  llis  thesis  appears  in  a nujnbcr  of  articles  and  has 
been  widely  quoted  by  ether  writers. 

39  "The  Myth  of  National  Interdependence,"  in  Kindleberger, 

The  International  Corporation,  cited. 

'10  Tlie  American  Corporation,  Dutton  and  Company,  New  York,  IG’/O. 

'*1  Numerous  articles  in  various  periodicals,  e.g.,  Columbia 
Journal  of  WorJ  d Business . November-Doeember  1967;  Dunn’s  Review 
Februory  1968;  a particularly  representative  view  is  in  The  War/ 

Peace  Report,  "Making  World  Corporations  Into  World  Citizens." 

Cited,  pp.  122-123. 
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tlie  world  monetary  system.  Again,  it  has  to  be  assumed  that  a 
stable  world  monetary  system  is  important  to  tlie  national  seeurity 
oi’  all  major  eountries,  including  the  United  States. 

The  effeet  of  MNC's, witli  tlieir  global  finaneing,  profit  eenters, 
and  ability  to  transfer  ITmds,  to  play  "leads  and  lags"  in  settling 
aeeoimts , and  to  hedge  against  elianges  in  eurreney  valuation  was 
largely  ignored  in  the  literature  until  the  monetary  erises  of 
1971-73. 


At  tliat  time,  numerous  periodicals  and  news  media  began  to 
ai,*cuso  the  MNC's  of  being  "major  international  speeulators"  and  of 
being  responsible  for  this  or  that  run  on  the  dollar,  or  inflow  of 
foreijpi  (’xchange  into  Germany.  Althoiigh  the  Commerce  Department's 
Office  of  I'oreign  Direct  Investments  did  issue  a press  release 
indicating  tliat,  on  the  evidence  available,  American  multinationals 
had  not  transferred  significant  amoiuits  of  currency  in  the  period 
preeeding  the  May  1971  crisis,*^^  the  U.S.  Government  had  not  added 
to  the  data  available  on  this  subject  until  the  issuance  of  the 
Tariff  Commission  report  for  the  Senate  Finance  Committee.  And 
this,  as  it  turned  out,  mcreJy  added  fuel  to  the  fire.  The  report 
says,  in  essence,  that  although  few,  if  any,  multinational  corporation’ 
and  banks  actively  engage  in  speculation,  they  nevertheless  controlled 
some  $268  billion  in  short-term,  liqfuid  assets,  of  which  the  movement 
of  only  a tiny  part  could  produce  a massive  monetary  crisis. 

The  data  from  wliich  tliis  generalized  judgment  is  derived  is 
highly  questionable — as  arc  tlie  commonsensc  implications,  since 
most  of  the  assets  indicated  are  not  readily  transferable.  But 
as  a result  of  tlie  publicity  growing  out  of  this  study,  the 
Federal  Reserve  Board  has  undertaken  a study  of  monetary  movements 
by  the  MNC's.  The  results  arc  not  yet  available. 

In  tlie  academic  world,  work  is  underway  at  UCLA,  eunong  other 
researeh  centers.  There,  Dr.  John  R.  Dominguez  has  specialized  in 
this  area,  and  Professor  Benjamin  Klein  is  doing  a paper  for  the 
Center  for  Multinationjil  Studies,  to  be  published  in  the  fall  of 
1973.  Professors  Robert  Stobaugh  arid  Sidney  Robbins  of  the  Harvard 
cuid  Columbia  Business  Schools,  respectively,  have  issued  a book  on 
Money  in  the  Multinational  Unterprise.*^*^^  of  which  a summary  recently 
appeared  in  Fortune  magazine. 9$ 


43  Department  of  Commerce  News  Release,  Office  of  Foreign 
Direct  Investments,  Tliiirsda’y,  May  20,  1971. 


44  Stobaugh  and  Robbins,  cited.  See  also,  Bernard  A.  Lietaucr, 
Financial  Management  of  Foreign  Exchange,  M.I.T.  Press,  Cambridge, 
1971.  r,  ike  StobaiJgli  and  Robbins,  this  is  Ijasieally  a "hov';  to"  boolc, 
aithough  more  cameeiitual  and  mathematical  in  eontenv. 
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The  proljlem  in  this  area  is  to  distinguish  cause  and  effect.  ;! 

^’or  extunple,  tlie  U.S.  imposition  of  investment  controls  forced  many  ^ 

U.S.  eompaiiies  to  borrow  to  finance  their  expansion  abioad;  this,  | 

in  turn,  created  a demand,  met  by  the  large  number  of  dollars  j 

available  in  F.urope  on  account  of  U.S.  balance  of  payments  deficits,  j 

a combination  which  led  to  the  creation  and  phenomenal  growth  of 
tlie  huro-dollar  market.  This  Euro-dollar  market,  since  it  is  not  •' 

really  subject  to  the  effective  control  of  any  single  nation,  lias 
been  a pool  of  licpiidity  which  has  spilled  over  international  i 

boundaries,  creating  considerable  instability  in  currencies.  In  j 

a very  real  sense,  the  MNC  appears  to  be  both  the  victim  and  a jjj 

Gontributor  to  sueh  developments.  i| 

I 

Of  course,  to  the  extent  that  U.S.  multinational  corporations  jj 

collcetively  represent  considerable  financial  clout,  and  to  the  fj 

extent  that  their  judgments  about  the  futiu’e  value  of  a currency  ! 

lead  them  to  hedge,  let  us  say  against  the  dollar,  there  can  be  ’ 

serious  eonsequenees,  both  for  the  dollar’s  value  and  indirectly,  i 

at  least,  for  U.S.  security.  (Each  devaluation  of  the  dollar  | 

probably  adds  a nearly  equivalent  percentage  to  the  cost  of  U.S. 
troops  and  faeilities  abroad.)  On  the  otlier  hand,  there  is  sonie  | 

evidence  that  the  hnpact  of  ban3<s,  especially  in  Britain  and  ( 

Switzerland,  and  Middle  East  oil  money  have  been  at  least  as  large  ! 

as,  if  not  larger  than  that  of  the  Americcin  multinationals.  In  i 

any  ease,  in  the  long  run,  it  is  likely  that  the  increased  American  | 

demands  for  imported  Middle  East  oil  will  ereate  many  billions  of  | 

reserve  assets  in  the  hands  of  the  Arab  states  which  may  represent  j 

a far  greater  threat  to  international  monetary  stability  than  the  j 

operations  of  multinational  eompanies  For  the  latter  are  in  I 

business  to  make  money  by  selling  goods  and  services,  and  not  l;y  i 

speculating  or  hedging,  except  as  a defensi-\/e  measure.  Nevertheless,  i 

this  subject  is  so  important  that  additioncil  research  eould  well  , 

be  justified.  The  problem,  however,  is  to  obtain  aeeurate  data  | 

on  the  financial  activities  of  individual  aetors  (MNC’s  and  others) . | 

It  is  to  be  hoped  that  the  Federal  Reserve  or  other  government  i 

studies  will  increase  the  available  data.  j 

D.  Tlie  MNC  and  Economic  Warfare  I 

During  World  War  II  and  the  post-war  period,  no  American  war  j 

college  worthy  of  the  name  was  without  a course  on  ’’eeonomie  | 

warfare."  Among  the  class xe  texts  were  George  A.  Lincoln’s  I 


See  Jolm  G.  McLean,  Chairman  and  Chief  Executive  Officer  I 
of  Continental  Oil  Company,  U.S.  Responses  to  the  Energy  Situation,  ! 
statement  before  the  Subcommittee  on  the  Near  East  and  Southeast  | 
Asia,  House  Foreign  Affairs  Committee,  May  16,  1973.  The  hearings  I 
Imve  not  yet  been  published  by  tlie  U.S.  Government  I’rinting  Office.  { 
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I.oonomicn  of  National  Security.  ^7  and  JIit<:h  and  McCain 

— Nuclear  Age.  In  any  all-out 
conilict,  economic  warfai'c  is  widely  recoRnizco  ns  an  iinportant 
iiis tinmicn L , wlictiicr  by  disrupting  enemy  access  to  supplies 
(preclusive  buying,  em!)argocs,  etc.)  or  by  insuring  one’s  own 
access  to  essential  supplies.  Tlie  latter,  of  course,  was  a ke\ 
clement  of  Rritish  global  strategy  with  regard  to  the  resources 
of  the  Middle  East  and  India  until  after  World  War  II. 

In  the  nuclear  age,  liowevcr.  it  is  widely  tl.ought  that  all- 
out  confrontations  are  suicidal,  at  least  among  major  nuclear 
powers,  so  that  "economic  warfare"  has  been  downgraded  as  a 
respectable"  subject.  Logic,  however,  suggests  that  it  may  be 
of  even  greater  importance  in  politico-economic  conflicts,  given 
the  reluctance  to  employ  military  force  because  of  tlic  dangers 
of  nuclear  escalation.  ^ 

Tlie  United  States  has  maintained  botli  a unilateral  strategic 
embargo  on  certain  items  and  a multilateral  strategic  trade  control 
irough  COCOM.  Tlic  so-called  Battle  Act  provides  the  legislative 
authority  for  strategic  trade  controls  and  an  annual  report  on 
:uiiplcmcntation  of  liie  Battle  Act  is  issued  by  the  State  Department 
However,  as  detente  daplomacy  overcomes  the  legacy  of  the  cold  war 
such  controls  and  restrictions  appear  to  be  iu  the  process  of 
being  lifted  or  eroded. 

ahead,  tlie  relationship  of  tlie  MNC  to  economic  warfare 
liabilities  and  potential,  both  offensive  and  defensive,  appears  to 
le  almost  completely  overlooked  in  the  literature.  As  previously 
noted,  there  are  only  throe  references  bearing  directly  on  the 
point  in  the  research  covered  in  this  survey,  although,  of  com'sc 
there  may  be  many  others  in  government  departments  to  which  we  iiave 
not  liad  access.  50  This  appears  to  be  an  Lea  definitely  wLthy  of 


'•7  Prentice  Hall,  Englewood  Cliffs,. N.  J.,  1954. 

48  Harvard  University  Press,  Cambridge,  1960. 

Act  of  Mutual  Defense  Assistance  Control 

State!  i!y  i,  1973  Congress,  U.S.  Department  of 

r.n  The  three  are:  Thomas  Sohelling,  "National  Security 

Rpnoi?  J!  ""  Policy,"  in  the  Williams  Comm-iL.-nn 

Vernon,  Mj^tinational  Enterprise  and  National  Security  "‘ 
and  Lt.^ Colonel  Richard  Bowen,  Strategic  Implications  of  Multi 
oual_Enterprise , all  previously  cited!  ~~  
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more  (Icl  il.led.  research.  Imagine,  for  instanee , a U.S.  "cold  war" 
1y)i('  willi  lit'i'  maim*  coiiiilry  nr  roiil  iiion  n (‘  rMinil  r ha. . 

Air  llii'  I liuiriand:;  ul  alJjMialc't;  U.S. -based  mal'.iiiaL.ion.tis  a.ssets 
or  liabilities?  They  may  be  subject  to  seizure,  of  eonrse.  They 
may  be  regarded  as  "I'rojan  horses."  They  may  be  compelled  by  their 
host  goveraments  to  follow  polieies  inconsistent  with  the  strategic 
interests  of  the  United  States.  They  may  be  used  as  "hostages"  i ur 
blacl<mail  purijoses.  On  the  other  hand,  v^ith  well  over  $86  billion 
of  book  value  assets  (as  of  the  end  of  1971,  and  doubtlessly  far 
more  now,  as  well  as  in  terms  of  market  value) , they  represent  a 
signifieant  potential  for  control  of  ijnportant  sectors  of  the 
world's  economy,  often  in  strategic  areas,  depending,  of  course, 
on  the  nature  and  participants  in  the  conflict  envisaged  in  the 
scenario. 


The  question  that  has  to  be  asked  is,  ean  the  United  States, 
in  peacetime,  make  contingency  plans  for  the  effective  mobilization 
and  employment  of  these  corporate  assets,  without  generating  ma  io'r 
domestic  controversy — and  undouiitedly,  serious  opposition  by  the 
business  community — and  risk  jeopardizing  these  potential  assets 
by  increasing  the  su.^picions  of  liost  governunents?  In  the  literature 
researched,  we  have  not  encountered  a serious  discussion  or  analysis 
of  the  pros  and  eons  on  this  issue. 

A case  in  point  was  the  determination  several  years  ago  by  the 
Defense  Department  that  the  acquisition  of  the  most  sophisticated 
offensive  and  defensive  missile  systems  by  the  Soviet  llnion  was 
handicapped  by  their  backwardness  in  computer  technology. 

Accordingly,  eomputer  production  facilities  were  on  the  controlled 
list.  Tlicse  controls  were,  of  course,  administered  in  conjiuiction 
with  other  NATO  countries  through  COCOM.  About  this  time,  however, 
the  Soviet  Union  for  political  purposes  was  promoting  a "tcchnologieci 
entente"  with  the  French  Government  of  Charles  deGaUi-le.  France 
was  also  seeking  eemputer  teclinology.  Tliis  must  have  put'  IBM  and 
other  American  affiliates  in  France  and  European  eoiintries  in  a 
fairly  serious  dilenma.  It  seems  probable  that  there  are  extensive 
discussions  of  the  problem  in  the  files  of  both  the  companies 
concerned  and.  government  ageneies;  but  the  issue  does  not  appear 
to  have  been  discussed  to  any  extent  in  the  public  literature, 
perhaps  because  of  its  sensitivity. 

Researeh  into  the  selective  applications  of  strategic  trade 
controls  or  otner  techniques  of  economic  warfare  may,  of  course, 
be  difficult  to  conduct  on  an  unelassified  basis.  But  a more 
careful  searcli,  undex'  appropriate  governmental  auspices  in  this 
area,  to  include  the  literature  in  the  National  War  College  and 
Industrial  College  of  the  Armed  Forces,  definitely  seems  warranted. 
The  research  should  specifically  include  tlie  role  which  the  MNC 
can  play  in  "defensive"  economic  warfare,  that  is  circumventing 
ecoiiomJc  pressures  breught  by  other  countries  against  the  United 
Stales.  rxcc’i)t  fox'  Schell  jug's  article  noted  above  there  apijcars 
to  Ijc  very  1 j ttlc  current  literature  on  this  subject.  The  dispersuJ 
of  faeilitles  throughout  the  world  also  has  some  advantages  from 
the  point  of  view  of  post-attaek  recuperation  and  survival,  should 
thermonuelear  conflict  arise. 
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TV.  f>i‘.  PililTAT?  jMi’ArT:  Mrj.mKY.  pni.iTirAi.  and 

IXUMJj'  LI  1.  tX'TLj  01  illiC'D  /vljij  LAMT-WL^T  laXA? 

Although  tlie  broad  term  "East-West  relations"  enconiDaR.?PQ 
China  and  Eastern  Europe,  as  well  as  the  Soviet  Union  the 
develop^g  relationship  with  China  is  still  too  new  to  have 

joSnai’s  ™In  TOv'cf ^ baair.Gss 

rrlations  anLa^  for  U-S. -Chinese  economic 

La  limited  by  economic  as  well  as  political  factoi- 

multiniti-onnl’''n’‘''  elo«ly,  with  less  Involvement  by"’ 

th“  ?fukeL  ^rh^tf  contracts  or  concessions 

Liioji  .s  iiKeiy  to  be  the  case  for  the  Soviet  llninn 

tierefore,  deals  primarily  with  the  strategic  impact  of  MN^'s 

^ LsserLxt^nt  wi^h^ 

headings  of  possible  MNC-national  securitv  inter 
D0li?ieaL’'''^°?  ^ discussed-military  and  defense  productiL 
jSationkir  Serr-r"*"?®  relevance  to  the  U.  S. -Soviet 

aeallnV:S«':-thc''“L;ai  L^^ecrof 

n,i  °^a  bulletins  and  surveys,  and  various  reoerts 

preJ^ouslLnoter^thfu°S  documents.  As 

through  the"™ual  sports  o,rthe™B«tle  Ict^^ndlJ"  inforn.atlon 

?o™unJs?  lJa3S_oLNATOJIounSiS"S?^ 

LT:iiziT 

oample^d^^\L°1;:^?^^:?cr":nee‘^ftie“^i^^ 

national  companies.  The  Center  for  Multinational  Studies  has 


dune  29  State  Researcli  Study,  Washington,  D.C. 

„ A__roreign  Economic  Policy  for  the  1970 *s-  Part  6- 

Egst-West  Economic  Relations,  hearings  before  the  Q..no>:.niMitt^  on 

7 T®LdTT97Q  °r  Economic  Committee,  December 

L-7  1*  1970,  U.  S.  Government  Printing  Office  Washington 

1971;  People's  Republic  of  China.  An  Eocnngio 

compendium  ot  papers  submitted  to  the  Joint  Economic  Committee.  ■ 
nS  ^'2,  U.S.  Government  Printing  Office,  Washington,  ]q7?- 
Ojp.F^^ntipns  on  East-West  Eeonomi.^  p»l  .ti-roino  . n.R  . qf  r.nn  n.  , —.1 

^Jd’'P  Li^orl  , Novcmber-DecPinbcr  1972.  submitted  to  tlie  Joim:‘~ ’ 

;V.5”i'"”'-‘V'T-'^  February  lb,  1973,  U.S.  Government  Printino' 
Oliice,  WaslmigLon.  D.C.  , 1973;  and  East-West  Trn.lc.  U,.r,.  

Government  Printing  Office,  Washijigton , 1068.  ’ ’ 
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recently  Issued  Dr.  Thomas  Wolf's  East-West  Economic  Relations 

and  the  Multinational  Corporation,^  which  is  one  of  the  few 

documents  to  concern  itself  specifically  with  this  subject.  One 

can  expect  the  literature  to  grow  fairly  rapidly,  not  only  in 

the  WcTt,  but  also  in  the  East.  One  recent  paper  submitted  to 

a syini)Osiuni  on  "The  Growth  of  the  Large  Multinational  Corporation"  . 

notes  that  Hungary  alone  lias  about  200  cooperation  agreements  i 

with  Western  partners  and  this  number  is  increasing  by  30  to  'iO  ; 

percent  per  annum. 

The  upsurge  of  activity  in  this  field  is  brought  about  by  a 
longstanding  interest  on  the  part  of  Western  companies  in  access 
to  markets  and  resources  in  the  Soviet  Union,  wirh  what  the  * 

Director  ol'  the  State  Department's  Bureau  of  Intelligence  and  * 

Researcli  calls  an  eagerness  on  the  part  of  the  USSR  "to  obtain  | 

equipment  and  technology  from  many  countries,  and  this  includes,  j 

e.g. , U.S . -invented  machinery  produced  in  Europe  with  American  | 

partf  by  multinational  corporations."^  As  this  official  notes,  j 

the  Soviet  Union  is  seeking  to  proceed  on  the  most  cost-effective  | 

basis  to  improve  its  standard  of  living  and  the  quality  and  j 

quantity  of  consumer  goods  withour  sacrificing  its  defense  posture  ! 

or  general  economio  structure,  so  that  it  seeks  access  to  Western  j 

capital,  technology,  and  know-how  within  the  constraints  of  its  j 

balance  of  payments.  Whether  gains  for  the  Soviet  economy,  at  { 

least  in  the  sense  of  lower  "opportunity  eosts"  for  military  | 

programs,  have  an  adverse  effect  on  U.S.  security  depends  on  one's 
assumption  about  long-range  Soviet  intentions. 

Howard  Perlmutter  of  The  Wharton  Business  School  speaks  of 
"tranfi-id('ological"  enterprises  arising  out  of  this  coincidence  ij 

of  inter 3fit.^  The  gener'l,  if  somewhat  cautious,  pursuit  of  I 

"detente'  by  both  Cast  and  West  has,  in  effect,  made  respectable  | 

|1 

d 


3 Center  for  Multinational  Studies,  Occasional  Paper  No.  5, 
July  1973. 

^ Gyorgy  Adam,  "The  Big  Internal ion al  firm  and  the  Socialist 
Countries:  An  Interpretation,"  in  the  C.N.R.S.  International 

Symposium  on  "The  Growth  cf  the  Large  Multinational  Corporation," 

p.  7. 


^ Statement  by  Ray  S.  Cline  before  the  Joint  Economic 
Comniittet  on  U.S. -Soviet  economic  relations,  July  18,  1973. 

^ "Em'"ging  East-West  Ven'ures:  The  Ideological  Enterprise," 

Columbia  Journal  of  World  Busiiiess.  Septcmber-October  1969,  p.  39. 
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tliu  more  active  pursuit  of  these  self-interests  by  Western 
iirms  and  the  Soviet  Union  and  other  countries  of  Eastern 
Europe. 


Senator  Ribieoff  has  pointed  out  that; 

Wliile  politicians  and  diplomats  still  argue  over  the 
same  old  tired  political  issues,  businessmen  and 
bankers  are  rearranging  the  basic  nature  of  relations 
between  states  and  peoples.  W)iile  the  generals  still 
busy  themselves  with  planning  their  war  games  and 
maneuvers,  increasing  comniercc  between  East  and  West, 
and  the  growing  internationalization  of  production 
arc  making  the  idea  of  a major  armed  conflict  in 
Europe  an  absurdity.  The  activities  of  multi_national 
corporations  . . . arc  crossing  frontiers  and  erasing 
national  boundaries  more  surely  and  swiftly  than  the 
passage  of  armies  and  tlie  conclusion  of  peace  treaties.^ 

If,  as  Senator  Ribieoff  suggests,  "eeo-politics"  is  replacing 
"geo-politics,"  then  the  interaction  between  the  MNC  and  national 
security  is  likely  to  be  particularly  relevant  in  the  urea  of 
East-West  relations.  This  aspect  docs  not  appear  to  be  adequately 
researched  in  the  literature;  and  it  appears  worthy  of  more 
serious  study. 

On  the  military  side,  there  are  clear  implications  for  the 
plans  of  assorted  U.S.  companies  (many,  but  not  all,  MNC's)  to 
invest  what  v’ill  amount  to  billions  of  dollars  in  the  development 
of  m.ineral,  petroleum,  and  natural  gns  deposits  in  tlie  Soviet 
Union  and  to  be  repaid  for  their  investment  largely  in  kind,  that 
in,  with  the  extracted  product.  In  the  military  scjisc,  this  could 
increase  U.S.  vulnerability  to  a cutoff  of  important  sources  of 
supply  for  political  or  ideological  reasons. 

The  effects  of  such  potential  vuJ ncrability  can  only  be 
assessed  in  the  context  of  overall  demand  and  supply,  and  while 
it  is  probable  that  the  various  government  agencies  have  done 
studies,  wc  have  not  encountered  any  major  analytical  work  in  thr- 
literature  surveyed.® 


^ of  Ecopolitics,"  speech  by  Hon.  Abraham 

Ribicotf,  Chairman,  International  Trade  Subcommittee,  Committee 
on  I'inancp,  U.S.  Senate,  in  Hungary  and  Romania,  as  quoted  in 
The  Wall  Street  Journal.  September  2,  1971,  p.4. 


Raymond  J.  Albright 
Uni  led  Slnl'»s.  IStli  Session 
I'orc.ign  Service  Institute, 


, Siberian  Energy  for  Japan  and  the 
, Senior  Seminar  in  foreign ’Policy , 
Deparoiient  of  State,  197  2-73. 
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From  a political  stand 'oint,  both  sides  will  tend  to  create 
"hostages"  to  the  good  behavior  of  tl>e  other  by  increasing  their 
mutual  d(!pcndence:  the  United  States  on  Soviet  resources,  the 

U.S.  companies  in  terms  of  their  su’nstanLial  investment,  and  the 
Soviet  Union  on  the  Western  capital  and  technology  involved. 

Tlierc  may  be  a narallel  here  to  the  arms  control  efiorts  to  .limit 
botli  the  U.S.  and  Uie  Soviet  Union  to  second-strilce , or  retaliatory 
strategic  postures.  If  damage -limiting  strategies  (offensive  or 
defensive,  e.g. , ABM)  are  avoided,  each  power  becomes  a defenseless 
liostage  to  the  other  to  a quite  unprecedented  degree.  This  may 
make  the  "economic  liostage"  aspect  less  traumatic  for  all  concerned. 

Even  more  significant  may  be  tiie  long-term  political  and 
ideological  effect  of  intensified  contact  and  exposure.  Soviet- 
ologists differ  as  to  the  degree  to  which  the  Soviet  eeonomie 
interest  in  expanded  East-West  relations  can  lead  to  a willingness 
to  miike  political  concessions;  for  example,  in  mutual  force 
reductions  or  the  Middle  East.  To  the  extent  that  such  a willing- 
ness exists,  however,  it  is  hard  not  to  characterize  it  as  a 
development  of  strategic  significance. 

However,  the  Soviet  Union  may  be  banking  on  the  fact  that  the 
creation  of  a vested  interest  in  continued  good  relations  may  work 
to  their  long-term  advantage;  one  can  surmise  that  a major 
agreement  such  as  that  being,  negotiated  by  Occidental  Petroleum 
could  lead  it  to  be  a potential  conduit  for  Soviet  influence  against 
a lino  of  U.S.  policy  that  might  lead  to  U.S. -Soviet  friction. 

Cynics  about  tlie  probability  of  a major  change  in  the  basic  Soviet 
hostility  toward  the  West  could  also  point  out  that  the  emerging 
[juttorn  of  economic  relationships  gives  the  Soviet  Union  at  least 
as  many  opportunities  to  conduct  "subversive"  operations  against 
the  West  as  the  other  way  around. 

On  tlie  economic  side,  it  cannot  be  denied  that,  in  the  long 
term,  the  United  States  is  going  to  need  additional  sources  of 
raw  materials;  and  it  may  very  well  be  able  to  use  additional 
markets--altliough  tlie  "grass"  on  the  Soviet  side  of  the  market 
fence  may  not  prove  to  be  that  much  "greener"!  The  problem  here 
is  in  the  nature  of  the  financing  and  the  type  of  "dividend"  payment. 
On  the  former,  there  has  been  criticism  that  Icig-term,  low-interest 
loans  or  credits  amount  to  subsidized  transactions,  and  that  the 
Soviets  are  getting  financial  "bargains"  unavailable  to  others. 
Payments  for  invesbnents  are  mostly  in  kind,  except  for  the  rela- 
tively rare  cases  where  tlie  Soviet  need  lor  a particular  technology 
warrants  the  expenditure  of  their  scarce  foreign  exchange  resources. 

The  Eastern  European  countries,  as  well  as  the  Soviet  Union, 
have  become  quite  adept  at  bargaining  for  deals  whereby  the 
investor  or  i-xporter  must  take  in  exchange  hard- to-marke L products 
of  those  countries,  to  dispose  of  as  ho  ean.  The  danger  of  "dumping'' 
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from  this  tyjio  of  relationship  is  roco^nizod  in  the  Ll.S. -Soviet 
trade  treaty  and  its  provisions  agaijist  "market  disruption." 
Nevertheless,  a centrally  eontrolled  eeonomy  of  the  size  of 
the  Soviet  Union's  eould  exert  significantly  disruptive  effects 
on  commodHy  markets  in  the  United  States  by  its  selling  practices, 
as  well  as  its  buying.  The  latter  is  illustrated  all  too  elearlv 
by  the  agricultural  purcliasos  whicli  have,  in  part,  resulted  in  ' 
the  current  shortages  ot  seVeral  key  feedgrains,  with  a resultant 
rise  in  domestic  prices  and  the  imposition  of  export  eontrols. 

Ihe  seeurity  aspects  here  are  indireet,  to  bo  sure;  but  the 
potential  for  th*'  kind  of  closcly-coneertod  operation  has  been 
eloarly  demoiistr.  .od. 

While  the  United  States  is  in  a position  to  continue  onForcing 
those  strategio  trade  eontrols  whieh  still  apply  to  the  Soviet 
Union,  I, astern  Europe,  and  Cliina,  the  current  politicai  climate 
creates  almost  a presumption  in  favor  cf  export  licensing,  rather 
than  tfio  almost  automatic  decision  against  borderline  cases  wliich 
was  the  practiee  of  the  "cold  war"  period.  This  process  will  not 
be  limited  to  goods,  for  it  is  apparent  that  the  MNC  involvement 
in  the  Soviet  Union  is  loading  to  a diffusion  of  technology  and 
management  services  as  well.  Since  the  Soviet  Union  is  especially 
ncteworthy  for  paying  for  such  imported  merohandiso  or  ideas  only^ 
until  it  IS  feasible  to  copy  and  produce  them  at  home,  the  long- 
term balance,  of  interest  is  ambiguously  defined. 

The  affirmative  case  for  continuing  and  expanding  East-West 
relations  has  been  made  by  a number  of  writers;^  but  the  risks 
have  not  been  fully . pointed  up  in  the  literature,  except  in  the 
polemics  of  irrcooncilable  anti-communists.  Some  more  objective 
research  and  tlioughtful  analysis  seems  called  for,  if  onlv  to 
analyze  fully  tlie  potential  pitfalls  ahead. 

The  general  subject  of  East-West  trade  and  most-favored-nation 
treatment  for  the  communist  eountries,  particularly  the  Soviet 
Union,  IS  now  before  the  Ways  and  Means  Committee.  The  Administra- 
tion’s trade  legislation  requests  include  authority  to  -r^Tt  MB’N 
treatment  to  countries  not  now  having  it,  e.g.  tlie  Soviet  llninn 
_or  the  duration  of  the  three-year  general  agreement  with  the 

^orican  labor  has  not  reacted  very  enthusiastically 
to  this  proposal;  it  may  fear,  perhaps  justly,  that  a "state- 
trading economy  whore  the  conoept  of  cost  is  arbitrary  could 
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i'loocl  the  market  with  imports  of  cheap,  not  to  say  "slave"  labor. 

(One  of  the  selling  i)oints  of  the  socialist  countries  in  their 
proposals  to  the  West  has  been  that  tliey  can  provide  "eheap  and 
reliable"  labor.)  if  sueh  a pattern  does  develop  rapidly,  it  is 
easy  to  prediet  many  political  eonsequences , partieularly  the 
wrath  of  organized  labor  in  Western  Europe  and  the  United  States. 

A worsening  of  the  overall  political  climate  between  East  and 
West  may  result  from  sueh  controversy. 

In  summary,  while  there  is  a vast  literature  on  the  subject 
of  East-West  economic  relations  and  U.S. -Soviet  trade,  the  role 
of  the  MNC  is  a relatively  untreated  topic,  and  the  potential 
risks  to  national  security  do  not  appear  to  have  been  objectively  ! 

studied.  One  Js  remindr.-d  by  Lenin's  dictum  that  "when  the  time 
comes  to  hang  the  capitalist  class,  they  will  compete  with  each  : 

other  to  sell  us  the  rope,"  of  the  dichotomy  between  the  interests 
of  the  Russian  state  and  the  eommunist  ideology.  It  is  ironic 
that  the  multinational  corporation  has  become  not  only  the  whipping 
boy  of  leftist  agitators  around  the  world  (as,  for  example,  in  J 

the  Santiago  eoriferenee  eited  earlier)  but  simultaneously  tlie  ; 

Soviet  Union's  ehosen  vehiele  for  an  infusion  of  Western  capital 
and  technology ! ; 

/ i 

There  are,  in  short,  both  pros  and  eons  unexplored  daring  the 
current  euphoria  in  the  United  States  and  other  V^^estorn  govern- 
ments about  expiindcd  oeonomici  relations  with  the  Soviet  Union  and 
Eastern  Europe.  How  these  balance  out  may  depend  on  the  answer  to  ^ 

the  classic  cpieslion  of  whetlier  tlie  eommunist  ideology  or  the 
interests  of  tlie  nation-states  in  tlie  Eastern  system  are  going  to 
be  dominant  in  the  years  ahead.  This  question  is  un.'.-'swerable  at 
this  time;  but  Western  businessmen  and  governments  seem  willing  to 
place  large  be'rs  on  the  "national  interest"  horse. 
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